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Financial and Operating Highlights

YEAR ENDED DECEMBER 31,
(in thousands, except per share and faciliy dara) 2001 2000 1999 1998 1997

Statement of Operations Data:

Operating revenue $ 428,219 $ 344,786 % 255,219 $ 170,712 $ 89,884
Net income' . 49,101 24,278 20,213 22,312 4,001
Net income per common share:
Basic 2.25 - 112 0.96 1.16 0.21
] Diluted"! 2.08 1.10 0.94 1.11 0.20

Balance Sheet Data (at end of period):

Cash and cash equivalents $ 50,275 $ 42874 $ 53540 $ 54,197 $ 82,643
Total assets 1,177,615 1,129,361 1,101,413 683,411 556,260
Total debe 630,756 674,703 700,943 428,326 340,987
Common stockholders’ equity 410,701 354,045 335,124 227,655 195,340

Operating and Other Data:
EBITDA (excluding non-recurring items and charges)® $ 132,838 $ 111,268 $ 80,308 $ 59,392 $ 19,206

Net cash provided by operating activities
Net cash used in investing activiries

71,429 51,632 41,187 27,138 12,183

(22,462) (23,413) (235,065) (146,471) (225,765)

Net cash (used in) provided by financing activities (41,566) (38,885) 191,621 90,887 194,414
Facilities (at end of period):
Owned 162 147 126 66 54
Managed 24 17 14 11 7
Total 186 164 140 7 61
Occupancy rate® 91% 94% 96% 94% 94%

Notes (1), (2), {4) and (5): See notes to Selected Financial Data on pages 19-20.

(a) 2001 diluted net income per share was $2.00 per share excluding $2.3 million of non-recurring income and $525,000 of extraordinary
income associated with the company’s repurchase program.

/ Sunrise Assisted Living is one of the nation’s oldest and
largest providers of assisted living for seniors who can no
longer live on their own but do not need complex medical
care. At the end of 2001, the McLean, Va.-based company,
which employs more than 12,000 people, operated 186
residences in the United States, United Kingdom and
Canada, with a combined resident capacity of more than
14,700. As of December 31, 2001, Sunrise had 22 additional
communities under construction and another 38 commu-
nities in some other stage of development. Sunrise offers

. afull range of personalized assisted living services, from
help with activities such as eating, bathing, dressing and
medication management, to a specially designed program
for residents with Alzheimer’s disease and other forms of
memory impairment. Assisted living services are delivered in
a homelike, residential setting by staff trained to encourage

the independence, preserve the dignity, enable freedom of

choice and protect the privacy of residents.
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Thomas B. Newell

President

Sunrise Assisted Living, Inc.

Paul J. Klaassen

To Our Fe

Marked by our 20th anniversary, 2001 was a year

to celebrate our long-term success as well as
many new beginnings: developing and opening new
homes in familiar domestic and new international
markets, growing our operating portfolio through
third-party management contracts, moving the listing
of our common stock to the New York Stock Exchange
and being added to the Standard and Poor’s Small
Cap 600 Index. While each of these achievements is
important to us, we know our long-term success is
fundamentally based on our ability to deliver consis-
tently high-quality care and service to residents of

Sunrise communities and their family members.

In 2001, we worked hard to improve our already
high-quality care and service delivery. For over 20 years
now, we have focused on developing and consistently
improving our resident-centered model of senior ser-
vices. Throughout the year, we also made a special
effort to make Sunrise an even better place to work,
and as a result, we are enjoying positive trends in
employee retention and satisfaction. Qur success in
these operating areas and many others translated into
another strong year financially and has set the stage

for continued growth.

2001 Results

Even though 2001 proved to be one of the more
difficult operating environments for long-term care
and the U.S. economy, Sunrise produced an excellent
year with results that met or exceeded not only the

capital market’s expectations, but our own expectations

low Share

Chairman and Chief Executive Officer

olders

as well. Our revenue was $428.2 million, a 24 percent
increase over the previous year. Earnings before interest,
taxes, depreciation and amortization (EBITDA) for
2001 was $133 million (excluding $2.3 million of
non-recurring income), a 19 percent increase over
2000, and net income for 2001 was $47.2 million
(excluding $2.3 million of non-recurring income and
$525,000 of extraordinary income associated with the
company’s repurchase program), or $2.00 per share
(diluted), compared to the previous year’s net income
of $24.3 million. Our earnings per share in 2001

increased more than 80 percent over 2000.

Net cash provided by operating activities for the year
was $71.4 million. Cash flow is important to Sunrise,
because it demonstrates the cash Sunrise’s business
model generates after eliminating the large, non-cash
depreciation and amortization expense that totaled in
excess of $28 million last year, which Sunrise incurred

as part of our ownership of real estate.

Meeting the Needs of a Growing Number of Seniors
The majority of Sunrise’s growth comes from developing
and opening new homes and entering into agreements
to manage existing assisted living properties owned by
third parties (“reflagging”). In 2001, Sunrise opened
17 new properties and reflagged five homes, increasing
our portfolio of homes to 186—a 13 percent increase

from the vear before.

Our stabilized portfolio of 93 homes closed the year
with solid occupancy and with its highest operating

margins for the year. Resident capacity reached 14,797




in 2001, which is a 15 percent increase over the year
before. These achievements signify the health of
our business and the continued appreciation and

need for the assisted living services Sunrise provides.

Financial Strength, Stability and Flexibility
Throughout 2001, Sunrise announced transactions
that resulted in improved financial strength, stability
and flexibility. During the year, we closed the sale,
while maintaining long-term management agree-
ments, for 11 properties, totaling $164 million. These
transactions resulted in debt reduction of $103 million
and pre-tax cash proceeds of $43 million. At the end of
2001, Sunrise had $50 million of cash and $183 million
of unused credit lines. At the close of the year, we
had $1.2 billion of assets and $630 million of debt,
and although we operated many more communities, we
reduced our overall debt by $44 million, or 7 percent,
from the previous year. Additionally, in 2001, we
closed in excess of $700 million in financings with

top-tier financial institutions.

Looking Ahead

As we look ahead, we are confident that 2002 will
be another great year—contributing to what we
believe will be our long-term success. We are plan-
ning another vear of solid growth both domestically
and internationally. In 2002, we expect to open 20
homes developed by Sunrise—15 in the United
States and five in international markets including
London, Toronto and Vancouver, Canada. In addi-
tion, we expect to add 10 to 15 new management

contracts this year.

Paul J. Klaassen
MARCH 28, 2002

"

Chairman and Chief Executive Officer

We will continue to execute our property sale/long-
term manage back program, and already this year, we
have closed the sale of 12 properties and have two more
under contract. As a result, we expect to meet our goal
of selling 15 to 20 properties under this program in
2002. In addition to expanding our core assisted liv-
ing business, Sunrise will move forward on its
announced plans to expand the “At Home” assisted
living program. The program, which offers assisted
living services to seniors in their own homes and
was introduced in the Washington, D.C. metropoli-
tan market in 2001, will expand to the additional
markets of Philadelphia, Boston, Northern New

Jersey and Long Island, New York.

In Closing

Given the drop-off of new construction by our com-
petitors and growing demand for assisted living ser-
vices, we realize we have a rare opportunity to build
market share in the top ciries around the world and

continue to strengthen Sunrise for the long term.

Our reflection over the past year would not be com-
plete if we overlooked the tragedies our nation is
working to overcome. The events that took place last
fall remind us of how fortunate we all are at Sunrise to
be part of an organization with a mission to improve

the quality of life for others.

We are proud of our company’s results and believe they
speak volumes about the strength of the fundamentals
that underlie our business, our dedicated team members,
our sound operating model and the passion all of us at
Sunrise have for our work. We look forward to deliv-
ering another strong year for our customers, our team

members and our shareholders in ZOOZ.

== A N\

Thomas B. Newell

President
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Sunrise Assisted Living, Inc.

Keeping Promises

Throughout its history, Sunrise has remained committed to keeping its promises, and in doing so, we

strive to exceed the expectations that are set for our organization.

The most critical audiences we serve are the thousands of residents and family members who depend
on Sunrise. Making the decision to move into a long-term care setting can be a very difficult and
emotional one for seniors and their family members. That is why the trained and caring team members
in each of our communities work closely with residents and family members to fully understand their
specific needs and develop a care and service plan that will satisfy those needs. We encourage the
active involvement of family and friends in each of our communities so they may see, first-hand, the
quality of the care and services we provide to residents. We know that families expect us to meet

their loved ones’ needs.

To build and operate our network of communities and sustain our growth, Sunrise works with many

other parties. Sunrise has forged strong relationships with leading financial institutions such as Fannie
Mae, GMACC, Fleet, Freddie Mac, GE Capital, Bank of America and Wachovia. These are all insti-
tutions that recognize the long-term care industry’s strong potential and view Sunrise’s long-term success

as an indicator of the value we can create for those seeking to enter or expand within this market.

An increasing number of assisted living property owners are selecting Sunrise to manage their commu-
nities. Our approach to management agreements is similar to the approach we take when working

with prospective residents and their families. Sunrise spends a considerable amount of time under-
standing what owners are looking for, and then puts together an operational plan that will support

their needs.

Sunrise Assisted Living won’t make a promise it is not prepared to keep. For 20 years, that commitment
has benefited the thousands of residents who are served in Sunrise communities and their family members.
And regardless of the number of residents, family members, team members, property owners, financial

partners or shareholders Sunrise serves, that level of commitment will remain the same.

I




“Sunrise Assisted Living began
managing Grand Oaks on October 1
of this year (2001), and since that
date, we have seen a marked
improvement in the quality of
service and the response of
management. Qur impression
of Sunrise is that your employees
are professional, competent and
committed. We look forward to
a successful year in 2002.”

Robert L. Sloan

Chief Executive Officer,
Sibley Memorial Hospital/Grand Oaks
Assisted Living, Washington, D.C.




Experience

No one can question the value experience brings to the business
of caring for seniors. As a pioneer of the assisted living move- -

ment, Sunrise Assisted Living has gained more than 20 years of L
experience—giving us the skills and knowledge that are necessary ‘ '
to succeed and positioning us as a leader among long-term care
providers. Cur willingness to learn from our experiences has
helped us make the right decisions and ensures that we wiil
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Exoerience

L

Sunrise Assisted Living has always sought to improve the consumer-centered model of care it first
introduced in 1981. Recognizing that the best assisted living has vet to be created, Sunrise applies its
experiences to enhance the care and services made available to seniors. Because our mission is to
champion quality of life for all seniors, Sunrise embraces the notion of sharing its experiences with

other members of the long-term care field.

Sunrise has in place one of the most experienced senior management teams in the field. OQur management
team’s experience includes all aspects of assisted living and long-term care. From site selection to
development, financing and particularly operations, Sunrise’s management team understands the
consumer-centered approach to assisted living and what it takes to successfully deliver that model—

at every level of the organization.

Qur experience and proven track record are leading us to new business opportunities through the
addition of management contracts for third-party owners of assisted living communities. Sunrise has a
goal of signing 10 to 15 new management contracts each year for properties within the markets where
we currently operate. Through an alliance between Deutsche Bank and Sunrise, the two groups will

seek to acquire underperforming properties that will also be managed by Sunrise.

One visible sign of Sunrise’s experience, which is evident in each of the homes we operate, is the
quality of the training we have developed and provide to our team members. Throughout Sunrise, team
mermbers receive the necessary training to develop their skills and provide outstanding care for the
seniors we serve. Over the years, our training programs have been recognized throughout the assisted
living community and are now presented through Sunrise University. The University concept reflects
our ongoing commitment to education and training and the further development of our team members.
Among other considerations, Sunrise’s commitment to team members’ development led Washingtonian
magazine to select Sunrise as one of the “Top 50 Places to Work” in the Washingron, D.C. metropolitan
market in 2001. Earning recognition such as this will help attract prospective employees as Sunrise

plans to fill approximately 3,000 new team member positions in 2002.

Our experience has made Sunrise attractive to seniors and their families as they evaluate long-term
care providers; to property owners in search of skilled management providers; and to those who see the
potential value of investing in the long-term care field, but are in need of an experienced partner to

help them enter or expand within the marker.
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Continlued Growth

At Sunrise, our mission is 5 serve seniors and there are a growing number of seniors to sefve.
Assisted Living has developed its business model to support continued, disciplined growth. Our focus on
premium site selections, excellence in operations, developing a sound operating model and maintaining a
flexible and efficient capital plan has helped fuel our growth and position Sunrise for continued, long-
term success. We know we will face challenges in the future, but Sunrise’s disciplined approach to growth
gives us the opportunity to anticipate some challenges and prepare to overcome them. Sunrise’s growth
comes in many forms—providing new services to our existing residents, developing new properties and
signing new management contracts or adding a new venture, such as “At Home” assisted living. In all
areas of growth, Sunrise believes it has the skills and resources to succeed.
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Sunrise Assisted Living enjoyed strong growth in 2001. Our net income growth continues because we

continue to add to the number of homes we operate each year. We operated 22 more homes at the

end of 2001 than we did ar the start of the year, and we plan to add 30 to 35 new owned or managed
homes during 2002. Sunrise is growing at a time when construction has virtually ceased in the sector
and will most likely stay that way for the next several years, particularly in the top metropoliran locations,
which is where Sunrise concentrates its communities. This will benefit Sunrise and the entire industry
because, according to a report issued recently by the National Investment Center, occupancy levels in

the assisted living sector have seen an improvement, after declining for a period of time.

Of the 17 homes Sunrise developed and opened in 2001, 13 were in U.S. major metropolitan markets

and four were in Canada——marking our entry into that country. As of December 31, 2001, we operated

186 homes, had 22 homes under construction and had 38 in other stages of development. In 2001,
Sunrise reflagged five properties and signed management agreements for another five homes. In 2002, we
expect to add another 10 to 15 new management contracts, which, combined with the number of homes
we expect to open in 2002, should increase our operating portfolio by 16 percent to 19 percent.
Complementing our new homes and management contracts, Sunrise will also focus on “internal”

growth in 2002 by warking to grow revenue in all of the homes we operate.

Sunrise’s property sale/long-term manage back program helps fuel our growth by providing cash for

development. Since announcing this program, Sunrise has completed 40 sales (totaling $601 million)

with large, sophisticated institutional buyers such as AEW, Aureus, Prudential Real Estate [nvestors
and others. Some of these buyers have completed more than one transaction with Sunrise, further

emphasizing the value of our product.

Another strong indication of Sunrise Assisted Living’s growth was our move to the New York Stock
Exchange. The shift from the Nasdag National Market to the “Big Board,” under the ticker symbol
“SRZ,” demonstrates our success over the last several years, our expanding global presence and our

leadership position in the large and important elder care field. These traits also are evidenced by

Sunrise’s recent addition to the Standard and Poor’s Small Cap 600 Index.

14 Sunrise Assisted Living, Inc.
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Experience

“Inova values fts relationship with Sunrise and is proud of
the results it has deliveree. Sunrise shares our core values—
carlng for and about people, & commitment to lanevatien
and a sense of community respensibility. Over the past
several years, our relationship has strengthened and
grown as eur erganizations werk In cooperation te
improve the lives of seniors In our shared community.”

H. Patrick Walters
Senfor Viez President, System ¢ amd N@W Business Develey
'a Health System, Fairfa®
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Selected Financial Data

The selected consolidated financial data set forth below should be read in conjunction with Sunrise’s Consolidated Financial Statements and notes
thereto included elsewhere herein.

DECEMBER 31,

(dollars in thousands, except per share amounts) 2001 2000 1999 1998 1997
Statement of Operations Data:
Operating revenue $ 428,219 $ 344,786 $ 255,219 $ 170,712 $ 89,884
Facility and management contract operating expenses 243,387 185,897 137,494 89,929 53,286
Facility development and pre-rental expenses 7,949 6,226 7,184 5,197 5,586
General and administrative expenses 32,809 27,418 20,715 12,726 10,454
Depreciation and amortization expenses 28,475 33,902 25,448 21,650 10,592
Interest expense, net 26,176 37,566 21,750 15,430 4613
Net income®® 49,101 24,278 20,213 22,312 4,001
Net income per common share:

Basic 2.25 1.12 0.96 1.16 0.21

Diluted 2.08 1.10 0.94 1.11 0.20
Balance Sheet Data (at end of period):

Cash and cash equivalents $ 50,275 $ 42,874 $ 53,540 $ 54,197 $ 82,643

Working capital (deficit) 38,803 (34,063) 95,480 69,573 70,340

Total assets 1,177,615 1,129,361 1,101,413 683,411 556,260

Total debt 630,756 674,703 700,943 428,326 340,987

Stockholders’ equity 410,701 354,045 335,124 227,655 195,340
Operating and Other Data:
Ratio of earnings to fixed charges™ 2.48 1.57 1.52 1.61 0.86
EBITDA (excluding non-recurring items and charges)® $ 132,838 $ 111,268 $ 80,308 $ 59,392 $ 19,206
Net cash provided by operating activities 71,429 51,632 42,1817 27,138 12,183
Net cash used in investing activities (22,462) (23,413) (235,065) (146,471) (225,765)
Net cash (used in) provided by financing activities (41,566) (38,885) 191,621 90,887 194,414
Facilities (at end of period):

Owned 162 147 126 66 54

Managed 24 17 14 11 7

Total 186 164 140 77 61

Resident capacity:

Owned 12,607 11,380 9,756 5,617 4,632

Managed 2,190 1,503 1,289 1,010 683

Total 14,797 12,883 11,045 6,627 5,315

Number of stabilized consolidated facilities 83 68 49 32 22
Occupancy rate® 91% 94% 96% 94% 94%

(1) On May 14, 1999, we completed our acquisition of Karrington through a tax-free, stock-for-stock transaction in which we issued 2.3 million shares of our common stock in exchange
for all outstanding shares of Karrington and Karrington became a wholly owned subsidiary of Sunrise. The common stock issued in the transaction, together with related merger
costs, had a value of $85 million. The transaction was accounted for using the purchase method of accounting and, accordingly, the results of operations of Karrington since the
acquisition are included in our financial information for 1999.

o

Net income for the year ended December 31, 2001 included a $2 million non-recurring item ($1 million after tax), which consisted of a $9 million cash payment, net of expenses,
received by us in connection with a settlement of a lawsuit filed by Karrington prior to our acquisition of Karrington, and $7 million of non-recurring charges associated with writing
down project costs as a result of our decision not to proceed with our planned development of five sites. Ner income for the year ended December 31, 1999 included $5 million of
non-recurring charges ($4 million after tax), of which $4 million related to the consolidation and integration of the acquired operations and development pipeline of Karrington
and $1 million relared to the termination of a property acquisition agreement. Of these non-recurring charges, $4 million were non-cash transactions.

3

=

Computed by dividing earnings by total fixed charges. Eamings consist of earnings from continuing operations excluding unusual charges or extraordinary items, plus fixed charges,
reduced by the amount of unamortized interest capitalized. Fixed charges consist of interest on debt, including amortization of debt issuance costs, and a portion of rent expense
estimated by management to be the interest component of such rentals.

Sunrise Assisted Living, Inc. 19




(4) EBITDA (excluding noni-recurring items and charges) are presented because we believe this data is used by some investors to evaluate our ability to meet debt service requirements.
We consider EBITDA to be an indicative measure of our operating performance due to the significance of our long-lived assets and because this data can be used to measure our
ability to service debt, fund capital expenditures and expand our business. However, this data should not be considered as an alternative to net income, operating profit, cash flows
from operations or any other operating or liquidity performance measure prescribed by generally accepted accounting principles. In addition, our calculation of EBITDA may not
be comparable to similarly titled measures reported by other companies. Interest, taxes, depreciation and amortization, which are not reflected in our presentation of EBITDA,
have been, and will be incurred by us. Investors are cautioned that these excluded items are significant components in understanding and assessing our financial performance. We

calculate EBITDA as follows:

Year Ended December 31,
2001 2000 1999 1998 1997
Net income (loss) $ 49,101 $ 24,278 $20,213 $22,312 $ 4,001
Plus interest expense, net 26,176 37,566 21,750 15,430 4,613
Plus taxes 31,393 15,522 7,828 — —
Plus depreciation and amortization 28,475 33,902 25,448 21,650 10,592
Less non-recurring items (2,307) — — — —
Plus non-recurring charges — — 5,069 — —
Earnings before interest, taxes, depreciation and amortization
{excluding non-recurring items and charges): $132,838 $111,268 $80,308 $59,392 $19,206

(5) Based on occupancy for owned facilities, opened or operated for at least 12 months, or that have achieved occupancy percentages of 95% or above at the beginning of the year.
The occupancy rate excludes resident capacity affected by temporary vacancies and resident relocations generally of between three to six months due to renovations. Stabilized
accupancy levels for 2001 were negatively impacted by the inclusion of the Karrington portfolio (28 properties), the impact of the sale of mature Sunrise properties under the
sale/long-term manage back program (21 properties) and the addition of newly developed properties (eight properties) through our development program. Although the financial
performance of stabilized Karrington properties has improved, they generally exhibit lower occupancy levels compared to Sunrise prototype properties.

20 Sunrise Assisted Living, Inc.




Management's Discussion and Analysis of Financial Condition and Results of Operations

The following discussion should be read together with the information
contained in the consolidated financial statements, including the
related notes, and other financial information appearing elsewhere
herein. This management’s discussion and analysis contains certain
forward-looking statements that involve risks and uncertainties.
Although we believe the expectations reflected in such forward-looking
statements are based on reasonable assumptions, there can be no
assurance that our expectations will be realized. Our actual results
could differ materially from those anticipated in these forward-looking
statements as a result of various factors, including, but not limited to,
development and construction risks, acquisition risks, licensing risks,
business conditions, competition, changes in interest rates, our ability
to execute on our sale/manage back program, market factors that
could affect the value of our properties, the risks of downturns in
economic conditions generally, satisfaction of closing conditions and
availability of financing for development and acquisitions. Some of
these factors are discussed elsewhere herein. We assume no obliga-
tion to update or supplement forward-looking statements that become
untrue because of subsequent events. Unless the context suggests

FENTS

otherwise, references herein to “we,” “us” and “our” mean Sunrise

Assisted Living, Inc. and its consolidated subsidiaries.

Overview

We are a provider of assisted living services for seniors. At December 31,
2001, we operated or managed 181 facilities in 24 states and the
District of Columbia, four in Canada and one in the United Kingdom,
with a resident capacity of more than 14,700 residents, including
97 facilities that are wholly owned by us, three facilities in which we
have a 50% interest, 62 facilities in which we have minority owner-
ship interests and 24 facilities managed for third parties. We provide
assistance with the activities of daily living and other personalized
support services in a residential setting for elderly residents who can-
not live independently but who do not need the level of medical care
provided in a skilled nursing facility. We also provide additional
specialized care and services to residents who require more frequent
and intensive assistance or increased care and care programs and ser-
vices to help cognitively impaired residents, including residents with
Alzheimer’s disease. By offering this full range of services, we believe
we are better able to accommodate the changing needs of residents
as they age and develop further physical or cognitive frailties.

Our business strategy includes:

o Expanding our position as a provider of high quality assisted
living services by developing new prototype facilities in major
markets in the United States;

o Growing the number of facilities that we operate and have
interests in outside the United States:

° Maintaining and expanding our position as a preferred
provider of assisted living management services;

o Continuing our sale/long-term manage back program as a
normal part of our operations; and

o Selectively acquiring facilities or interests in facilities that
complement our current facility portfolio.

Qur critical accounting policies include the development of facilities,
both on and off balance sheet, the estimates associated with financing
and managing such facilities, and the selling of completed facilities.
The following is a discussion of our critical accounting policies:

Development of Facilities

We undertake to develop a number of wholly owned facilities each
year. We also develop facilities in partnership with others. We believe
we have maintained a disciplined approach to site selection and refine-
ment of our operating model, first introduced over 20 years ago, and
are constantly searching for ways to improve our facilities.

At December 31, we had 13 wholly owned facilities under construc-
tion with a resident capacity of over 1,100 residents. With respect to
these development properties, we are required to fund the construction
of the facility not otherwise financed by construction loans, recognize
the facility development costs associated with construction, recognize
initial operating losses from the facility during the initial one to two
years prior to the facility achieving occupancy stabilization and recog-
nize ongoing depreciation expense associated with owning the real
estate. We are committed to this investment in costs and expenses
because we have historically been able to create significant value
through the successful development and operation of wholly owned
prototype facilities. In 2001, start-up losses for 100% owned facilities
that have not reached stabilized occupancy were $4 million and
depreciation expense for our owned facilities was $22 million.

We enter into development joint ventures in order to reduce our
initial capital requirements, while enabling us to enter into long-term
management agreements that are intended to provide us with a stream
of revenue. Additionally, these development joint ventures allow us
to reduce the risk of our international expansion, which we conduct
through joint ventures, with the assistance of knowledgeable interna-
tional partners. When development is undertaken in partnership with
others, our joint venture partners provide significant cash equity
investments. Additionally, third-party construction debt is obtained
to provide the majority of funds necessary to complete development.
At December 31, 2001, these joint ventures have developed or are
developing 38 facilities (seven of which are under construction) with
approximately $381 million of third-party debt and approximately
$83 million of third-party equity.

We have provided $18 million of last dollar guarantees on this
debt that is generally removed upon stabilization. “Last dollar” guar-
antee means the third-party debt would have to default, the bank
would have to foreclose and sell the facility, after which we would
have to provide any required funds to make up any difference between
the loan amount and the amount recovered from the sale of the facility.
We also have provided $6 million of other debt guarantees, which
remain in effect as long as the respective debt is outstanding. We
receive a fee in all situations where we have provided a debt guarantee.
These fees are recognized over the petiod covered by the respective
debt guarantee. To date, we have not been required to fund any debt
guarantees due to the positive performance of the underlying facilities.
As of December 31, 2001, we do not believe that we will be required
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to fund any of these cutstanding guarantees. If we were required to
fund a debt guarantee, we would loan the joint venture the required
funds at the prevailing market interest rate. If circumstances were to
suggest that any amounts with respect to these loans would be uncol-
lectible, we would establish a reserve to write-down the loan to its
collectible value.

In addition to the foregoing, we have provided debt guarantees on
approximately $10 million of operating joint venture debt. Of this
amount, approximately $3 million was assumed in our acquisition of
Karrington Health, Inc. in 1999. The remaining $7 million of debt
guarantees generally are subject to release of a portion of the guarantee
as the property reaches certain occupancy levels. As stated previously,
to date we have not been required to fund any debt guarantees. If we
were required to fund a debt guarantee, we would loan the joint venture
the required funds at the prevailing market interest rate. If citcum-
stances were to suggest that any amounts with respect to these loans
would be uncollectible, we would establish a reserve to write-down
the loan to its collectible value.

In addition to the third-party debt, we may provide financing
necessary to complete the construction of the facilities within these
joint ventures. These loans are presented on our consolidated balance
sheet in the “Notes receivable” line item and were $89 million at
December 31, 2001. This financing is provided at negotiated prevailing
market interest rates. We monirtor the collectibility of these notes
based on the current performance of the open facilities, the budgets
and projections for future performance and the estimated fair value
that has been created by the successful completion and operation of
these facilities. To date, we have not recorded any reserves against
these notes based on our analysis of the preceding factors and, at
December 31, 2001, expect that repayment of these notes will be
made. If circumstances were to suggest that any amounts with respect
to these notes would be uncollectible, we would establish a reserve
to write-down the note to its collectible value.

For all of our development joint ventures, we eamn pre-opening fees
for site selection, zoning, construction supervision, employee selection,
licensing, training and marketing efforts. These fees are included in
the “Management and contract services” line item on our consolidated
income statement. As we are minority owners in these joint ventures,
we only record the fee revenue associated with the third-party owner-
ship percentage of the joint venture. For example, our joint venture
partner has a 75% ownership interest in the joint venture, we only
record 75% of the fee revenue. We also typically provide development
completion guarantees that ensure that the construction of the facility
will be completed for the cost approved by all partners in the joint
venture. At December 31, 2001, seven properties are under construction
and subject to completion guarantees. We have over 20 years experi-
ence in the development and construction of our prototype facilities.
Our construction contractors have similar experience constructing our
prototype and assume much of the completion risk by entering into
fixed price contracts. To date, we have not funded any amounts under
these development completion guarantees. We do not currently expect
to fund any amounts under these development completion guarantees
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during 2002. If we were required to provide funds under a development
completion guarantee, we could provide additional capital contributions
to the joint venture to meet our obligation, if provided in the joint
venture and guarantee agreement, or we would expense amounts pro-
vided under the development completion guarantee.

Management of Facilities

We manage and operate facilities wholly owned by us, owned by joint
ventures in which we have a minority ownership interest and owned
completely by third parties. For the facilities that we manage for third

parties, we typically are paid a management fee of approximately 5%
to 8% of the facility’s revenue. In addition, in certain management
contracts, we have the opportunity to earn incentive management fees
based on monthly or yearly operating or cash flow results. Management
fee revenue is included in the “Management and contract services”
line item on our consolidated income statement.

As a part of some third-party management contracts, we may pro-
vide an operating deficit guarantee. This means that if a facility has
depleted all of its operating reserves and does not generate enough
cash flow during a month to cover its expenses, we would provide a
short-term loan to the facility to cover the cash shortfall. These guar-
antees are generally included within our joint venture development
portfolios and usually are provided for a limited period of time, gener-
ally until the property reaches stabilization. Currently, 24 operating
properties are subject to a Sunrise operating deficit guarantee and
seven additional properties will be subject to a guarantee upon opening.
To date, we have not been required to fund any of these operating
deficit guarantees, and based on the current performance of the man-
aged facilities for which we have furnished these guarantees, we do
not expect to fund any amounts during 2002 under these guarantees.
If we were required to fund an operating deficit guarantee, we would
loan the joint venture the required funds at the prevailing market
interest rate. If evidence were to suggest that any amounts with respect
to these loans would be uncollectible, we would establish a reserve to
write-down the loan to its collectible value.

Sale/Long-Term Manage Back Program
In 2000, we announced our intention to continue to sell selected
owned facilities as a normal part of our operations and rerain long-
term management contracts and, in many cases, minority equity inter-
ests in the facilities. We believe that this strategy of selling selected
facilities as part of our normal operations has and will continue to
enable us to reduce our debt, re-deploy our capital into new develop-
ment projects and realize cash gains on appreciated real estate. Under
our saleflong-term manage back program, we sell wholly owned prop-
erties that we previously developed. This approach requires that we
reflect in our income statement many expenses associated with these
facilities prior to their sale, including certain development expenses,
start-up losses and depreciation.

We have performed under our sale/long-term manage back pro-
gram by selling some facilities 100% to third parties and retaining a
long-term management contract and selling some facilities to joint )




ventures in which we have a minority ownership interest, generally
ranging from 20% to 25%. If we sell 100% of a facility to a third-
party owner, we recognize as a gain from the sale the difference
between the purchase price and the book value of the facility, less
the costs to sell. Generally accepted accounting principles require
that we remove the book value of the facility from the “Property
and equipment” line item on our consolidated balance sheet and
remove from liabilities any debt assumed by the new owner in
the transaction.

If we sell a facility to a joint venture in which we have a minority
ownership interest, we will recognize as a gain from the sale the differ-
ence between the purchase price and the book value of the facility,
less the costs to sell, adjusted to reflect only the gain associated with
the third-party ownership in the joint venture. Generally accepted
accounting principles require that we not record a gain on the portion
of the sale associated with our remaining ownership in the joint ven-
ture. Generally accepted accounting principles also require that we
record, at historical cost basis, our remaining ownership of the facility
sold and debt assumed by the joint venture as an investment. This
investment is included in the “Investment in unconsolidated assisted
living facilities” line item on the balance sheet. Further, as is the case
with the sale of a 100% interest in a facility, generally accepted
accounting principles require that we remove the book value of the
facility from the “Property and equipment” line on our consolidated
balance sheet and remove from liabilities any debt assumed by the
new owner in the transaction. We generally do not provide seller
financing in these transactions.

The recognition of the gain from these sales, as calculated above,
in our consolidated income statement, which is recorded in the
“Income from property sales” line item, is determined by the terms
of the purchase and sale agreement. Often, the purchasers in these
transactions require that the properties perform at a certain operating
level for up to one-year following the sale transaction. The operating
contingencies placed in these agreements require us, in accordance
with generally accepted accounting principles, to defer a portion of
the gains until such operating contingencies have been met. If the
operating contingencies are not met for an identified period, we
would be required to repay a portion of the cash proceeds related to
the specific contingency and would not be able to recognize the por-
tion of the gain associated with that contingency. There have been
sale transactions in this sale/long-term manage back program that
have not required such operating contingencies. In these instances,
we would record the gain in the period in which the sale occurred.
The balance of the unrecognized gains on properties sold in prior
periods is included in the “Deferred revenue” line of our consolidated
balance sheet.

We have been successful in negotiating incentive management fees
into several of our saleflong-term manage back transactions in which
we have retained a minority ownership interest. The payment of these
incentive management fees often coincides with the cash distributions
to our partners in these joint ventures. We have reflected these incen-
tive management fees, amounting to approximately $4 million in

2001, in the “Management and contract services” line item on the
consolidated statement of income. Therefore, the “Equity in earnings
of unconsolidated facilities” line item of our consolidated statement
of income is net of these incentive payments.

For financial statement purposes, we record a provision for income
taxes on all gains we recognize on the sale of facilities at the applica-
ble statutory rate. For federal income tax purposes, many of our sales
are treated as tax-free exchanges.

Results of Operations

We derive our consolidated revenues from three primary sources:
(1) resident fees for the delivery of assisted living services, (2) manage-
ment and contract services income for management and contract
services of facilities owned by unconsolidated joint ventures and
other third parties and (3) income from property sales. Historically,
most of our operating revenues have come from resident fees and
management and contract services. In 2001, 2000 and 1999, resi-
dent fees and management contract services comprised 85%, 91%
and 97% of total operating revenues, respectively. The balance

of our total operating revenues was derived from income from
property sales.

Residents, their families or other responsible parties typically pay
resident fees monthly. In 2001, 2000 and 1999 approximately 99% of
our resident fee revenue was derived from private pay sources. Resident
fees include revenue derived from basic care, community fees, plus
care, Reminiscence™ and other resident related services. Plus care and
Reminiscence™ fees are paid by residents who require personal care in
excess of services provided under the basic care program.

Management and contract services income represents fees from
long-term contracts for facilities owned by unconsolidated joint ven-
tures and other third party owners. Management services income
includes management fees for operating properties, which are generally
in the range of 5% to 8% of a managed property’s total operating
revenue for homes in operation, and pre-opening service fees for site
selection, zoning, property design, construction management, hiring,
training, licensing and marketing services.

Income from property sales represents the gain recognized from
the sale of assisted living properties. Generally, upon sale of a property,
we will enter into a long-term management agreement to manage
the property.

We classify our operating expenses into the following categories:
(1) facility operating, which includes labor, food, marketing and other
direct facility expenses; (2) management and contract services, which
includes operating expenses reimbursable to us; (3) facility develop-
ment and pre-rental, which includes non-capitalized development
expenses and pre-rental labor and marketing expenses; (4) general
and administrative, which primarily includes headquarters and regional
staff expenses and other overhead costs; (5) depreciation and amorti-
zation; and (6) facility lease, which represents rental expenses for
facilities and properties not owned by us.

We have two business segments: Sunrise Management Services

and Sunrise Properties.
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Sunrise Management Services
Sunrise Management Services provides full-service assisted living
management services, both in the United States and internation-
ally, for all facilities that are owned or managed by us. In addition,
the Sunrise Management Services division provides management
and pre-opening services to third parties and joint ventures on
market and site selection, pre-opening sales and marketing, start-up
training, and management services for properties under development
and construction.

The following table sets forth the components of Sunrise
Management Services net income (in thousands):

YEAR ENDED DECEMBER 31,
2001 2000 1999
Operating revenue:
Management and
contract services $295,459 $227,278 $170,892
Operating expenses:
Management and
contract services 243,016 186,095 137,494
General and administrative 21,797 18,470 13,216
Depreciation and amortization 1,543 1,495 947
Total operating expenses 266,356 206,060 151,657
Operating income 29,103 21,218 19,235
Provision for income taxes (11,350) (8,275) (5,551)

Sunrise Management Services
net income

$ 17,753 $ 12943 $ 13,684

Note: Management and contract setvices revenue includes intercompany revenue from
Sunrise Properties in the amounts of $193,025, $195,302 and $150,293 for the years
ended December 31, 2001, 2000 and 1999, respectively, that is eliminated in the con-
solidated financial statements. Management and contract services expense includes
intercompany facility operating expenses of Sunrise Properties for facilities managed
by Sunrise Management Services for Sunrise Properties in amounts totaling $168,602,
$169,966 and $131,055 for the years ended December 31, 2001, 2000 and 1999, respec-
tively, which is also eliminated in the consolidated financial statements.

Year Ended December 31, 2001 Compared to the Year Ended
December 31, 2000

Operating Revenue. Sunrise Management Services revenues include
management and contract services revenues from unconsolidated
joint ventures and third-party owners and internal management ser-
vices revenues for services provided to Sunrise Properties. Internal
fees reflect estimated market-based fees for the management services
provided to Sunrise Properties and are eliminated in the consolidated
financial statements. Total revenues for Sunrise Management Services
increased 30% to $295 million for the year ended December 31, 2001
from $227 million for the year ended December 31, 2000. This
increase was primarily due to the growth in the number of facilities
operated or managed by Sunrise Management Services or in the pre-
opening phase. The total number of facilities operated or managed
increased 13% to 186 facilities at December 31, 2001, up from 164
facilities at December 31, 2000. This growth resulted from the com-
pletion and opening of 17 additional facilities and the addition of
five managed facilities. Additionally, there was a 51% increase in the
number of facilities in unconsolidated joint ventures (62 versus 41),
many of which are accounted for under contract accounting which
requires the presentation of reimbursable expenses as revenues in the
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income statement. These revenues are offset by a corresponding
amount reflected in the management and contract services expense
line item. '

Operating Expenses. Sunrise Management Services operating
expenses include all operating expenses of facilities managed for
unconsolidated joint ventures and third-party owners and Sunrise
Properties. Total operating expenses for the year ended December 31,
2001 increased 29% to $266 million from $206 million for the year
ended December 31, 2000. Management and contract services expenses
for the vear ended December 31, 2001 increased $57 million, or 31%,
to $243 million from $186 million for the year ended December 31,
2000. This increase is consistent with the corresponding increase in

revenue. General and administrative expenses increased $4 million to
$22 million for the year ended December 31, 2001 from $18 million
for the year ended December 31, 2000. The general and administra-
tive expenses for Sunrise Management Services continue to increase
due to the substantial growth in the number of facilities operated
during the last twelve months.

Year Ended December 31, 2000 Compared to the Year Ended
December 31, 1999

Operating Revenue. Total revenues for Sunrise Management Services
increased 33% to $227 million for the vear ended December 31, 2000
from $171 million for the year ended December 31, 1999. This
increase was primarily due to the growth in the number of facilities
operated or managed by Sunrise Management Services. The total
number of facilities operated or managed increased 17% to 164 at
December 31, 2000, up from 140 communities at December 31, 1999.
This growth resulted from the completion and opening of 25 addi-
tional facilities and the addition of two managed facilities, net of the
sale of two former Karrington facilities that we will not continue to
manage and the termination of one management contract with a
third-party owner. Additionally, there was a 128% increase in the
number of facilities in unconsolidated joint ventures (41 versus 18),
many of which were accounted for under contract accounting which
reflects reimbursable expenses as revenues to us.

Operating Expenses. Total operating expenses for the year ended
December 31, 2000 increased 36% to $206 million from $152 million
for the year ended December 31, 1999. Management and contract
services expenses for the year ended December 31, 2000 increased
$49 million, or 36%, to $186 million from $137 million for the year
ended December 31, 1999. This increase was directly related to the
increase in the number of facilities operated by Sunrise Management
Services. General and administrative expenses increased $5 million
to $18 million for the year ended December 31, 2000 from $13 million
for the year ended December 31, 1999. The general and administrative
expenses for Sunrise Management Services increased due to the

substantial growth in the number of facilities operated or managed
during 2000 compared to 1999.

Sunrise Properties

Sunrise Properties is responsible for all our real estate operations,
including development, construction, project and permanent financ-
ing and property sales. As of December 31, 2001, Sunrise Properties




wholly owned 97 facilities compared to 102 facilities wholly owned
as of December 31, 2000. In addition, Sunrise Properties has majority
ownership interests in three facilities and minority ownership interests
in another 62 facilities.

The following table sets forth the components of Sunrise Properties
net income (in thousands):

2001 2000 1999

Operating revenue:
Resident fees $260,524 $274,236 $217,397

Management and
contract services 3,107 6,453 10,206
Income from property sales 62,154 32,121 7,017
Total operating revenue 325,785 312,810 234,620

Operating expenses:
Facility operating 168,602 169,966 131,055

Management and
contract services 24,794 25,138 19,238

Facility development
and pre-rental

7,949 6,226 7,184
3,200 2,772 3,922

General and administrative

Depreciation and amortization 25,779 30,102 24,368
Facility lease 10,159 10,833 7,903
Total operating expenses 240,483 245,037 193,670
Non-recurring items 2,307 — (5,069)
Operating income 87,609 67,773 35,881
Interest expense, net (26,101) (37,566) (21,750)
Equity in losses of unconsolidated
assisted living facilities (1,169) (2,941) (1,239)
Minority interest (769) (203) (376)
Provision for income taxes (23,232) (10,555) (3,370)
Sunrise Properties net income
before extraordinary loss 36,338 16,508 9,146
Extraordinary loss, tax effected (77) — —
Sunrise Properties net income $ 36,261 $ 16508 $ 9,146

Note: Management and contract services expense includes an intercompany manage-
ment fee for facilities owned by Sunrise Properties and managed by Sunrise Management
Services in amounts totaling $24,423, $25,336 and $19,238 for the years ended
December 31, 2001, 2000 and 1999, respectively, that is eliminated in the consolidated
financial statements.

Income from property sales has resulted from the following transactions:

On December 28, 2001, one of our joint venture partners exercised
an option to acquire an additional 25% interest in one property. As a
result of the transaction, our ownership in the property was reduced
to 25% from 50%. We will continue to operate the property under a
long-term management agreement. The transaction will result in up
to $1 million in gain over the next four quarters, subject to certain
contingencies being met, of which $200,000 was recognized in 2001.

On December 20, 2001, we completed a sale/long-term manage
back transaction of a 75% interest in one property. The property was
valued at $16 million. The transaction will result in up to $2 million in
gain over the next four quarters, subject to certain contingencies
being met, of which $500,000 was recognized in 2001. We may receive
up to an additional $2 million in incentive payments based on 2002
operating performance.

On December 18, 2001, we completed the 100% sale of one of our
two existing Florida properties for total consideration of $8 million.
The buyer will assume management of the property after a 90-day
transition period. The transaction resulted in a gain of $1 million that
was recognized in the fourth quarter of 2001.

On October 30, 2001, we completed a sale/long-term manage back
transaction for one property with a real estate venture company in
which we own a 25% interest for an aggregate sale price of $17 million.
The transaction will result in up to $3 million in gain over the next
four quarters, subject to certain contingencies being met, of which
$1 million was recognized in 2001.

On February 23, 2001, we closed the sale of nine assisted living prop-
erties for approximately $131 million. We will continue to operate the
properties under long-rerm management agreements and we will retain
a 25% ownership interest in the limited partnership. The transaction
resulted in a $40 million gain, all of which was recognized in 2001.

On December 28, 2000, we completed the sale of two properties
for an aggregate sales price of $28 million. Following the sale, we
continue to operate the properties under a long-term operating agree-
ment. The transaction will result in up to $8 million in gain over
the four quarters following the sale, subject to certain contingencies
being met, of which $5 million and $2 million were recognized during
2001 and 2000, respectively.

On June 29, 2000, we entered into a definitive agreement for the
sale of 11 assisted living properties to a real estate venture company
(“venture company”) in which we own a 25% interest. Also, on June 29,
2000, the venture company closed on three of the 11 properties, for
an aggregate sales price of $44 million. The transaction resulted in a
$13 million gain, of which $2 million and $11 million was recognized
during 2001 and 2000, respectively. On September 29, 2000, the
venture company closed on the remaining eight properties for an
aggregate sales price of $111 million. The venture company assumed
approximately $75 million of debt secured by the eight properties.
The transaction resulted in a $26 million gain, of which $13 million
and $13 million was recognized during 2001 and 2000, respectively.
We continue to provide day-to-day management of the properties
under long-term operating agreements.

In June 1999, we completed the sale of two assisted living facilities
for an aggregate sales price of $28 million. The transaction resulted in
the realization of $11 million in gain, subject to certain contingencies
being met, of which $6 million and $5 million was recognized during
2000 and 1999, respectively. Previously, in September 1998, we com-
pleted the sale of two assisted living facilities for an aggregate sales
price of $29 million that will result in the realization of up to a $6 mil-
lion gain. We recognized a gain of 32 million and $2 million on the
sale in 1999 and 1998, respectively. The remaining gain is deferred,
the recognition of which is contingent upon future events. We continue
to operate these facilities under long-term operating agreements.

Pending saleflong-term manage back transactions are as follows:

On December 28, 2001, we entered into a definitive agreement
to sell 12 assisted living properties to a real estate investment entity
advised by Macquarie Capital Partners for an aggregate sales price
of $198 million. We will continue to operate the properties under
long-term management agreements and will retain a 20% ownership
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interest in the joint venture. Also on December 28, 2001, we entered
into a definitive agreement to sell two additional assisted living prop-
erties. We will continue to operate the properties under long-term
management agreements. The closing of these transactions is subject
to customary closing conditions, assumption of original financing and
receipt of required regulatory approvals. We expect to close the sale
of twelve of these properties during the first quarter of 2002 and the
balance during the second quarter of 2002.

Year Ended December 31, 2001 Compared to the Year Ended
December 31, 2000

Operating Revenue. Sunrise Properties revenues include resident fees from
our owned properties, management and contract service revenues from
pre-opening services contracts with third parties, and income from the
sales of properties. Sunrise Properties revenues increased 4% to $326 mil-
lion for the year ended December 31, 2001 from $313 million for the
year ended December 31, 2000. Resident fees, including community fees,
for the year ended December 31, 2001 decreased $13 million, or 5%,
to $261 million from $274 million for the year ended December 31,
2000. This decrease was due primarily to the sale of 13 properties in the
second half of 2000 resulting in a $34 million decrease and the sale
of nine properties at the beginning of 2001 resulting in a $33 million
decrease in resident fee revenue in 2001. These decreases were partially
offset by a $6 million increase due to the inclusion of the Karrington
properties previously held for sale for a full year in 2001 and a $46 mil-
lion increase primarily due to an increase in the average daily rate for
properties that were owned and operated by us during both periods.

Average resident occupancy for our 83 stabilized facilities
during 2001 was 91% compared to 94% for our 68 stabilized facilities
during 2000. Stabilized occupancy levels for 2001 were negatively
impacted by the inclusion of the Karrington portfolio (28 properties),
the impact of the sale of mature properties under our saleflong-term
manage back program (21 properties) and the addition of newly
developed properties (eight properties) through our development
program. Although the financial performance of stabilized Karrington
properties has improved, they generally exhibit lower occupancy levels
compared to our prototype properties. Comparing the 46 stabilized
facilities owned and operated by us for both 2001 and 2000 (which
excludes the Karrington facilities that are now stabilized), average
resident occupancy decreased from 94% to 92%. We define stabi-
lized facilities as those that we have owned and operated for at least
12 months or those that have achieved occupancy percentages of
95% or above at the beginning of the measurement period.

Average daily rate for stabilized facilities during 2001 was $104
compared to $106 during 2000. The 2001 results reflect the inclusion
of 28 Karrington properties that are not included in the 2000 results.
The Karrington portfolio generally has lower average daily rates than
our prototype properties. For the 46 stabilized facilities owned and
operated by us for both 2001 and 2000, average daily rate increased
from $98 to $102. The increase is due to the inclusion of additional
prototype facilities that have higher basic care rates and a general
increase in the basic care rate.

Management and contract services revenue decreased $3 million
to $3 million for the year ended December 31, 2001 from $6 million
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for the year ended December 31, 2000. This decrease is due to a reduc-
tion in the number of third-party pre-opening services contracts in
place during each of the respective periods, and the stage of comple-
tion on each contract. There were 16 pre-opening services contracts
in place during 2001 compared to 25 contracts for 2000.

Operating Expenses. Sunrise Properties operating expenses for the
year ended December 31, 2001 decreased 2% to $240 million from
$245 million for the year ended December 31, 2000. Facility operating
expenses for the year ended December 31, 2001 decreased 0.6% to
$169 million from $170 million for the year ended December 31, 2000.
This decrease was due primarily to the sale of the 13 properties in the
second half of 2000 and the sale of nine properties at the beginning
of 2001 resulting in a total decrease of $34 million. This decrease was
partially offset by a $5 million increase due to the inclusion of the
Karrington properties previously held for sale for a full year in 2001 and
a $28 million increase due to an increase in labor and other expenses
at facilities that were operational for a full year in both periods.

Management and contract services expense represents intercom-
pany expense amounts attributed to Sunrise Properties for the man-
agement by Sunrise Management Services of Sunrise Properties
wholly owned and majority owned facilities. Management and
contract services expense stayed constant at $25 million for the
years ended December 31, 2001 and December 31, 2000. These
amounts are eliminated in the consolidated financial statements.
At December 31, 2001, Sunrise Properties consolidated 100 facilities
compared to 106 facilities at December 31, 2000.

Depreciation and amortization for the year ended December 31,
2001 decreased $4 million, or 13%, to $26 million from $30 million
for the year ended December 31, 2000. This decrease was primarily
due to the timing of property sales and opening of new properties.

Net Interest Expense. Net interest expense decreased for the year
ended December 31, 2001 to $26 million from $38 million for the
year ended December 31, 2000. Of this $12 million decrease, $2 mil-
lion was due to repayments and a decrease in the variable interest rate
under Sunrise’s $300 million credit facility. The remaining decrease
is due to an overall decrease in average borrowings during 2001 com-
pared to 2000, which was due to funds provided by property sales,
and a decrease to 6.13% in the weighted-average interest rate on
our fixed and variable rate debt for 2001 compared to 7.61% for 2000,
reflecting the lower interest rate environment in 2001.

Non-recurring Items. During 2001, Karrington Health Inc., one
of our wholly owned subsidiaries, received a cash payment in the
amount of $10 million to settle a lawsuit filed by Karrington prior
to its acquisition by us. Karrington brought the suit alleging that
Omega Healthcare Investors, Inc. had breached a financing com-
mitment it had made to Karrington. Expenses incurred to settle the
lawsuit have been netted against the settlement.

Given the current industry environment and the increasing number
of opportunities to acquire properties and management contracts, we
determined, in the third quarter, that the costs to develop five specific
sites outweighed the costs of acquiring facilities and/or management con-
tracts in those areas. Accordingly, management elected not to proceed
with its planned development for these five sites and wrote down associ-
ated project costs by $7 million to their estimated net realizable value.




Year Ended December 31, 2000 Compared to the Year Ended
December 31, 1999

Operating Revenue. Sunrise Properties revenues increased 33% to
$313 million for the year ended December 31, 2000 from $235 million
for the year ended December 31, 1999. Resident fees, including com-
munity fees, for the year ended December 31, 2000 increased $57 mil-
lion, or 26%, to $274 million from $217 million for the year ended
December 31, 1999. This increase was due primarily to the inclusion
for the year ended December 31, 2000 of approximately $12 million
of resident fees generated from the operations of the 12 consolidated
assisted living facilities open during the year ended December 31,
2000 that were not open during the year ended December 31, 1999.
In addition, resident fees of $7 million were included in the year
ended December 31, 2000 from properties previously held for sale.
The remaining increase in resident fees was due primarily to a full
year of operations for the Karrington facilities acquired in May 1999
and an increase in the average daily resident rate for facilities that
were owned and operated by us during both periods.

Average resident occupancy for our 68 stabilized facilities during
2000 was 94.2% compared to 95.6% for the 49 stabilized facilities
during 1999. We define stabilized facilities as those that we have
owned and operated for at least 12 months or those that have
achieved occupancy percentages of 95% or above at the beginning
of the measurement period.

Average daily rate for stabilized facilities during 2000 was $106
compared to $97 during 1999. For the 47 stabilized facilities owned
and operated by us for both 2000 and 1999, average daily rate increased
from $97 to $102. The increase is due to the inclusion of additional
prototype facilities that have higher basic care rates and a general
increase in the basic care rate.

Management and contract services revenue decreased $4 million
to $6 million for the year ended December 31, 2000 from $10 million
for the year ended December 31, 1999. This decrease is due to a
reduction in the number of third-party pre-opening services contracts
in place during each of the respective periods, and the stage of com-
pletion on each contract. There were 25 pre-opening services con-
tracts in place during 2000 compared to 28 contracts for 1999.

Operating Expenses. Sunrise Properties operating expenses for the
vear ended December 31, 2000 increased 26% to $245 million from
$194 million for the year ended December 31, 1999. Facility operating
expenses for the year ended December 31, 2000 increased 30% to
$170 million from $131 million for the year ended December 31, 1999.
Of the $39 million increase, approximately $8 million was attributable
to expenses from operations of the 12 consolidated additional assisted
living facilities open during 2000 that were not open during 1999. In
addition, facility-operating expenses of $5 million were included in 2000
from properties previously held for sale. The remaining balance of the
increase was primarily due to a full year of operations for the Karrington
facilities acquired in May 1999 and an increase in labor and other
expenses at facilities that were operational for a full year in both periods.

We recorded non-recurring charges of $5 million during 1999, of
which $4 million related to the consolidation and integration of the
acquired operations and development pipeline of Karrington and $1 mil-
lion related to the termination of a property acquisition agreement.

Management and contract services expense represents intercom-
pany expense amounts attributed to Sunrise Properties for the man-
agement by Sunrise Management Services of Sunrise Properties
wholly owned and majority owned facilities, and is eliminated in
the consolidated financial statements. Management and contract
services expense for the year ended December 31, 2000 increased
$6 million to $25 million from $19 million for the year ended
December 31, 1999. This increase is primarily attributable to the
growth in the number of properties managed during 2000 compared
to 1999.

Depreciation and amortization for the year ended December 31,
2000 increased $6 million, or 25%, to $30 million from $24 million
for the year ended December 31, 1999. This increase is primarily due
to the increase in the number of facilities open during 2000 that were
not open during 1999.

Net Interest Expense. Net interest expense increased for the year
ended December 31, 2000 to $38 million from $22 million for the
year ended December 31, 1999. Of this $16 million increase, $5 million
was due to additional borrowings and an increase in the variable
interest rate under Sunrise’s $400 million credit facility. The remaining
increase is due to an overall increase in average borrowings during
2000 compared to 1999 and an increase to 7.61% in the weighted-
average interest rate on our fixed and variable rate debt for 2000
compared to 7.17% for 1999.

Corporate Expenses

Operating Expenses. Parent company operating expenses were $9 million,
$8 million and $4 million for the years ended December 31, 2001, 2000
and 1999, respectively. These increases were primarily attributable to
the addition of personnel and other infrastructure in anticipation of
the continuing growth of the company.

Prowision for Income Taxes. The provision for income taxes for us
was $31 million, $16 million and $8 million for the years ended
December 31, 2001, 2000 and 1999, respectively. The increase was due
primarily to an increase in pre-tax income and the use of an effective
tax rate of 39% for 2001 compared to 39% for 2000 and 28% for 1999.
Ultilization of operations-related deferred tax benefits reduced our
federal and state income tax rate in 1999.

Realization of the deferred tax asset of $22 million at December 31,
2001 is dependent on generating sufficient taxable income prior to
the expiration of the loss carryforwards. We expect to fully utilize the
loss carryforwards prior to expiration.

Liquidity and Capital Resources

At December 31, 2001, we had approximately $50 million in unre-
stricted cash and cash equivalents, including $8 million in high
quality short-term investments, $183 million available under credit
facilities and $39 million in working capital.

Working capital increased $73 million from $(34) million at
December 31, 2000 primarily due to the refinancing of our convert-
ible subordinated notes due 2002, as discussed below.

Net cash provided by operating activities for 2001 and 2000 was
approximately $71 million and $52 million, respectively. Net cash
provided by operating activities for 2001 reflects the corresponding
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increase in the number of facilities operated by us at December 31,
2001 versus December 31, 2000, as well as a $30 million increase in
income from property sales.

During 2001 and 2000, we used $22 million and $23 million,
respectively, for investing activities. Investing activities included
investment in property and equipment in the amounts of $68 million
and $46 million, respectively, related to the construction of assisted
living facilities, net of sales of facilities. In 2001, we also invested
$124 million to facilitate the development of assisted living facilities
with third parties, compared to $153 million in 2000. These investing
activities were offset by proceeds from the sale of 12 assisted living
facilities in 2001 amounting to $52 million plus $130 million of col-
lections of notes receivable.

Net cash used in financing activities was $42 million and $39 mil-
lion for 2001 and 2000, respectively. Financing activities in 2001 and
2000 included additional borrowings of $401 million and $187 million,
respectively, offset by debt repayments of $444 million and $216 mil-
lion, respectively. The increased levels of repayments are partially a
result of our strategy to sell certain assisted living facilities. The addi-
tional borrowings under our credit facility during 2001 and 2000 were
used to fund our continued development of assisted living facilities.

To date, we have financed our operations primarily with cash gen-
erated from operations, both short-term and long-term borrowings and
proceeds from the sale of properties pursuant to our sale/long-term
manage back program. As of December 31, 2001, we had $631 million
of outstanding debt at a weighted average interest rate of 6.13%. Of
the amount of outstanding debt, we had $448 million of fixed-rate
debt at a weighted average interest rate of 6.86% and $183 million
of variable rate debt at a weighted average interest rate of 4.36%. See
Note 7 Long-Term Debt and Note 14 Commitments for a discussion
of our outstanding debt and obligations and the maturity schedule of
that outstanding debt and obligations.

On January 11, 2002, we entered into a $92 million secured
term facility with Fleet National Bank, Credit Suisse First Boston
Corporation and First Union National Bank in order to provide us
with a committed source of funds to enable us to redeem our out-
standing 5.5% convertible subordinated notes due June 15, 2002.

In February 2002, we used $92 million drawn under our new term
loan and approximately $18 million of our cash to redeem all of the
outstanding 5.5% convertible notes due 2002 at a redemption price
of 101.1% of the principal amount, plus accrued and unpaid interest.
The term loan was collateralized by 14 properties, accrued interest
at LIBOR plus 6% and matured in May 2004, subject to a six-month
extension option. The $92 million drawn under the term loan was
repaid within the same day from the proceeds of a convertible notes
offering that closed in January 2002, as described below. We will
record expense of approximately $4 million during the first quarter
of 2002 for fees associated with the term loan and the premium paid
for the early redemption of the convertible notes.

In January 2002, we issued and sold $125 million aggregate principal
amount of 5.25% convertible subordinated notes due February 2009.
The convertible notes bear interest at 5.25% per annum payable semi-
annually on February 1 and August 1 each year beginning on August 1,
2002. These notes are convertible into shares of our common stock at
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the conversion price of $35.84, which is equivalent to a conversion
rate of 27.9018 shares per $1,000 principal amount of the convertible
notes. The notes, which are subordinated to our existing and future
senior indebtedness, are redeemable at our option commencing
February 5, 2006. In addition, the holders of the convertible notes
may require us to repurchase the notes upon a change of control as
defined in the convertible notes.

As of December 31, 2001, we had $27 million of debt that is due
within the next twelve months. The majority of this debt is mortgage
financing secured by wholly owned facilities that will be refinanced
or extended during 2002.

In June 2001, we refinanced our syndicated revolving credit facility,
which was secured by cross-collateralized first mortgages on the real
propetty and improvements and first liens on all assets of the borrowing
subsidiaries, and reduced the commitment amount to up to $300 mil-
lion. The maturity date was extended from July 2002 to June 2004
and the interest rate increased from LIBOR plus 1.75% to LIBOR
plus 2.00%, which, as of December 31, 2001, amounted to 3.83%. We
are required to pay commitment fees of 0.25% on the unused portion of
the credir facility. As of December 31, 2001, we had $155 million avail-
able for borrowing under this credit facility. We continue to expect
to use this credit facility for general corporate purposes, including the
continued construction and development of assisted living facilities.

We have entered into swap transactions whereby $125 million of
advances outstanding on our variable LIBOR based revolving con-
struction credit facility bear interest at a fixed rate. We have recorded
net interest expense of $1 million in 2001 for swap transactions. The
fair value of the swaps was negative $3 million as of December 31,
2001. Based on the fair value of the swaps at December 31, 2001, we
would incur approximately $2 million of interest expense related to
the swaps in 2002. The fair value of the swaps are adjusted quarterly.

Our debt instruments contain various financial covenants and
other restrictions, including provisions which:

© require us to meet specified financial tests. For example, our
$300 million construction line of credit requires us to have a
consolidated tangible net worth of at least $284 million and
to maintain a consolidated minimum cash liquidity balance of
at least $25 million and to meet other financial ratios. These
tests are administered on a monthly or quarterly basis depend-
ing on the covenant;

© require consent for changes in management or control of us.
For example, our $300 million construction credit facility
requires the lender’s consent for any merger where Paul
Klaassen or Teresa Klaassen does not remain chairman of
the board and chief executive officer;

o restrict the ability of our subsidiaries to borrow additional
funds, dispose of assets or engage in mergers or other business
combinations without lender consent; and

© require that we maintain minimum occupancy levels at our facili-
ties. For example, our $300 million construction credit facility
requires that 85% occupancy be achieved after 15 months for
newly opened facilities with 77 units or less and 18 months for
78 units or more and, following this 15 month and 18 month
period, be maintained at or above that level.




If we fail to comply with any of these requirements, then the
related indebtedness could become due and payable before its stated
due date. At December 31, 2001, we were in compliance with the
financial covenants contained in our debt instruments. Our construction
line of credit also contains a cross-default provision pursuant to which
a default by us or by any of our consolidated subsidiaries under the
construction line of credit could result in the ability of the lenders to
declare a default under and accelerate the indebtedness due under the
construction line of credit.

As indicated above, as part of our normal operations, we sell
selected assisted living facilities and, in connection with these sales,
we generally enter into long-term management contracts to manage
these facilities and, in certain cases, retain minority interest in the
properties. This strategy of selling selected assisted living facilities has
enabled us to reduce our debt, re-deploy our capital into new develop-
ment projects and realize gains on depreciated real estate. The sale of
our facilities is subject to various market conditions, including current
capitalization rates, interest rates and the general economic environ-
ment. As such, we cannot assure that we can continue to sell facilities
or realize gains at or near amounts that have been recognized in the
past. If we are unable to continue to implement our strategy of selling
selected assisted living facilities, our revenues and results of operations
and our ability to finance the construction of new facilities could be
materially adversely affected.

We currently estimate that the existing credit facilities, together
with existing working capital, proceeds from sales of selected real estate
facilities as a normal part of our operations, financing commitments
and financing expected to be available, will be sufficient to fund facil-
ities short term liquidity needs, including facilities currently under
construction. Additional financing will, however, be required to com-
plete additional development and to refinance existing indebtedness.
We estimate that it will cost approximately $104 million to complete
the facilities we currently have under construction. We have entered
into contracts to purchase and lease additional sites. The total con-
tracted purchase price of these sites is $116 million. We estimate that
it will cost approximately $500 million to develop these properties.
We expect that the cash flow from operations, together with borrowings
under existing credit facilities and proceeds from the sale of selected
real estate facilities will be sufficient to fund the development and
construction for these addirional properties for at least the next
twelve months. We expect from time to time to seek additional funding
through public or private financing sources, including equity or debt
financing. We can provide no assurance that such financing and refi-
nancing will be available on acceptable terms.

Qur ability to achieve our development plans will depend upon a

variety of factors, many of which will be outside our control. These

factors include:

@

obtaining zoning, land use, building, occupancy, licensing and
other required governmental permits for the construction of
new facilities without experiencing significant delays;
completing construction of new facilities on budget and
on schedule;

the ability to work with third-party contractors and subcon-
tractors who construct the facilities;

shortages of labor or materials that could delay projects

or make them more expensive;

adverse weather conditions that could delay projects;
finding suitable sites for future development activities

at acceptable prices; and

addressing changes in laws and regulations or how existing
laws and regulations are applied.

These factors also apply to developments undertaken by unconsoli-

dated entities in which we have made investments. We cannot assure

you that we will not experience delays in completing facilities under

construction or in development or that we will be able to identify

suitable sites at acceptable prices for future development activities.

If we fail to achieve our development plans, our growth could slow,

which would adversely impact our revenues and results of operations.

Our growth plan includes the acquisition of assisted living facilities

or interests in such facilities. The success of our acquisitions will be

determined by numerous factors, including our ability to identify

suitable acquisition candidates, competition for such acquisitions, the

purchase price, the financial performance of the facilities after acquisi-

tion and our ability to integrate or operate acquired facilities effectively.

Any failure to do so may have a material adverse effect on our business,

financial condition and results of operations.
We expect that the number of owned and operated facilities will

continue to increase substantially as we pursue our development and

acquisition programs for new assisted living facilities. This rapid growth

will place significant demands on our management resources. Our ability

to manage our growth effectively will require us to continue to expand

our operational, financial and management information systems and to

continue to attract, train, motivate, manage and retain key employees.

If we are unable to manage our growth effectively, our business, financial

condition and results of operations could be adversely affected.

We believe that some assisted living markets have become or are

on the verge of becoming overbuilt. Regulation and other barriers to

entry into the assisted living industry are not substantial.
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Consequently, the development of new assisted living facilities could
outpace demand. Overbuilding in our market areas could, therefore,
cause us to experience decreased occupancy, depressed margins or
lower operating results. We believe that each local market is different
and we are and will continue to react in a variety of ways, including
selective price discounting, to the specific competitive environment
that exists in each market.

Joint Venture Arrangements

For summary financial information for unconsolidated entities in
which we have made investments, see Note 6 to our consolidated
financial statements. For information regarding commitments and
contingencies to our joint ventures, see “Overview” above and Notes
4 and 14 to our consolidated financial statements.

As discussed in Note 16 to our consolidated financial statements,
a director of Sunrise, Craig Callen, is a managing director in the third
party that is providing the equity capital for our international joint
venture and a former director of Sunrise is a general partner in the
third party. We are providing management and pre-opening services
to the joint venture on a contract fee basis with rights to acquire the
assets in the future.

We may allow minority equity ownership interests in joint ventures
for our officers as a means of incentive. Currently, two of our executive
vice presidents, Christian Slavin and Tiffany Tomasso, have minority
ownership interests (less than 1% combined on a fully diluted basis)
in one of our international joint ventures. Brian Swinton, another
of our executive vice presidents, has a 0.05% minority ownership
interest computed on a fully diluted basis in our “At Home” assisted
living joint venture.

Market Risk

We are exposed to market risks related to fluctuations in interest rates
on our notes receivable, investments and debt. The purpose of the fol-
lowing analyses is to provide a framework to understand our sensitivity
to hypothetical changes in interest rates as of December 31, 2001.
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We have investments in notes receivable and bonds. Investments
in notes receivable are primarily with joint venture arrangements in
which we have a minority equity ownership interest ranging from
7% to 50%. We have 31 facilities in which we own less than 10%,

12 facilities in which we own between 10% and 20%, 24 facilities in
which we own between 20% and 30% and 5 facilities in which we
own more than 30%. Investments in bonds are secured by the operat-
ing properties subject to the debt and are with properties that are
managed by us. The majority of the investments have fixed rates.
One of the notes has an adjustable rate.

We utilize a combination of debt and equity financing to fund our
development, construction and acquisition activities. We seek the
financing at the most favorable terms available at the time. When
seeking debt financing, we use a combination of variable and fixed
rate debt, whichever is more favorable in our judgment at the time of
financing. We have used interest rate swaps to manage the interest
rates on some of our long-term borrowings. As of December 31, 2001,
we had five interest rate swap agreements that effectively convert
$125 million of floating-rate debt to fixed-rate debt. The maturity
dates of the swap agreements range from June 2003 to June 2004 and
have an effective weighted-average fixed interest rate of 6.59%. We
do not utilize forward or option contracts on foreign currencies or
commodities, or other types of derivative financial instruments.

For fixed rate debt, changes in interest rates generally affect
the fair market value of the debt, but not earnings or cash flows.
Conversely, for variable rate debt, changes in interest rates gener-
ally do not impact fair market value of the debt, but do affect the
future earnings and cash flows. We generally cannot prepay fixed
rate debt prior to maturity without penalty. Therefore, interest rate
risk and changes in fair market value should not have a significant
impact on the fixed rate debt until we would be required to refinance
such debt. Holding the variable rate debt balance of $182 million at
December 31, 2001 constant, each one-percentage point increase in
interest rates would result in an increase in interest expense for the
coming vear of approximately $2 million.




The table below details by category the principal amount, the and on rates currently prevailing for comparable loans. The fair

average interest rates and the estimated fair market value. Some market value estimates for debt securities are based on discounting
of the notes receivable and some items in the various categories future cash flows utilizing current rates offered to Sunrise for debt
of debt, excluding the convertible notes, require periodic principal of the same type and remaining maturity. The fair market value
payments prior to the final maturity date. The fair value estimates estimate of the convertible notes is based on the market value at
for the notes receivable are based on the estimates of management December 31, 2001.
iy o4 e
(dollars in thousands) 2002 2003 2004 2005 2006 THEREAFTER VALUE
Assets
Notes receivable
Fixed rate $ 1,189 $24,123 — — $28,612 $ 37,578 $ 91,502
Average interest rate 7.9% 10.4% — — 10.0% 12.4% —
Variable rate $ 105 $ 3,992 — e — — $ 4,097
Average interest rate 4.6% 4.6% — — — — —
Investments
Bonds — — — — — $ 5,750 $ 5,750
Average interest rate — — — — — 11.0% —
Liabilities
Debt
Fixed rate $ 8,083 $79,844 $129,528 $2,421 $ 3,995 $116,612 $347,031
Average interest rate 5.6% 6.4% 7.7% 7.5% 8.2% 7.5% —
Variable rate $18,842 $83,623 $ 40,346 $7,366 $28,060 $ 4,200 $182,437
Average interest rate 4.3% 5.1% 4.0% 3.6% 3.0% 1.5% —
Convertible notes — — — — — $107,836 $109,454
Average interest rate — — — — — 5.5% —
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Impact of Changes in Accounting Standards

In June 2001, the FASB issued Statement of Financial Accounting
Standards (SFAS) No. 142, Goodwill and Other Intangible Assets. Under
the new rule, goodwill and indefinite lived intangible assets are no
longer amortized but are reviewed annually for impairment. Separable
intangible assets that are not deemed to have an indefinite life will
continue to be amortized over their useful lives. The amortization
provisions of SFAS No. 142 apply to goodwill and intangible assets
acquired after June 30, 2001. With respect to goodwill and intangible
assets acquired prior to July 1, 2001, we will apply the new accounting
rules beginning January 1, 2002. We recorded approximately $1 million
of goodwill amortization during 2001. We are currently assessing the
financial impact SFAS No. 142 will have on our consolidated finan-
cial statements. However, we do not expect to incur an impairment
charge upon adoption.

In August 2001, the FASB issued Statement 144, Accounting for
the Impairment or Disposal of Long-Lived Assets (“SFAS No. 144”). The
Statement supercedes Statement 121, Accounting for the Impairment
of Long-Lived Assets and for Long-Lived Assets to Be Disposed of and
APB Opinion No. 30, Reporting the Results of Operations—Reporting
the Effects of Disposal of a Segment of a Business, and Extraordinary,
Unusual and Infrequently Occurring Events and Transactions, for segments
of a business to be disposed of. SFAS No. 144 retains the requirements
of Statement 121 relating to recognition and measurement of an
impairment loss and resolves certain implementation issues resulting
from Statement 121. This Statement is effective for fiscal years begin-
ning after December 15, 2001. We are currently assessing the impact
of this statement on us. However, we do not anticipate this statement
to have a material impact on our consolidated financial position or
results of operations.

In February 2002, the FASB agreed to rescind SFAS 4, Reporting
Gains and Losses from Extinguishment of Debt. SFAS 4 required compa-
nies to report gains and losses associated with the extinguishment
of debt as a component of extraordinary gains and losses, net of tax.
These gains and losses will now be required to be presented within
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the statement of income in appropriate segregated line items. We will
be required to reclassify prior year's amounts to reflect this new rule
upon adoption.

The FASB continues to have in process a consolidation project
to interpret and potentially modify existing consolidation accounting
guidance. Recent FASB meetings have discussed changes to the prin-
ciples of consolidation, including those for special purpose entities and
potentially for joint ventures. Sunrise does not currently utilize special
purpose entities. Sunrise does have transactions with joint ventures.
Any proposed changes to current accounting guidance may impact
the Company’s accounting for these transactions. The impact of rule
changes, if any, is not known at this time.

Impact of Inflation
Resident fees from owned assisted living facilities and management
services income from facilities operated by us for third parties are the
primary sources of revenue. These revenues are affected by daily resi-
dent fee rates and facility occupancy rates. The rates charged for the
delivery of assisted living services are highly dependent upon local
market conditions and the competitive environment in which the
facilities operate. In addition, employee compensation expense is the
principal cost element of property operations. Employee compensation,
including salary increases and the hiring of additional staff to support
our growth initiatives, have previously had a negative impact on oper-
ating margins and may again do so in the foreseeable future.
Substantially all of our resident agreements are for terms of one vear,
but are terminable by the resident at any time upon 30 days’ notice, and
allow, at the time of renewal, for adjustments in the daily fees payable,
and thiis may enable us to seek increases in daily fees due to inflation or
other factors. Any increase would be subject to market and competitive
conditions and could result in a decrease in occupancy of our facilities.
We believe, however, that the short-term nature of its resident agree-
ments generally serves to reduce the risk to us of the adverse effect of
inflation. There can be no assurance that resident fees will increase
or that costs will not increase due to inflation or other causes.




Consolidated Balance Sheets

DECEMBER 31,
(dollars in thousands) 2001 2000
Assets
Current Assets:
Cash and cash equivalents $ 50,275 $ 42874
Accounts receivable, net 23,252 22,482
Notes receivable—affiliates 1,294 9,127
Deferred income taxes, net 21,736 19,448
Prepaid expenses and other current assets 20,920 35,874
Total current assets 117,477 129,805
Property and equipment, net 841,414 812,937
Notes receivable—affiliates 94,305 77,991
Management contracts and leaseholds, net 22,999 24,142
Costs in excess of assets acquired, net 32,749 33,709
Investments in unconsolidated assisted living facilities 36,589 27,773
Investments 5,750 5,750
Other assets 26,332 17,254
Total assets $1,177,615 $1,129,361
Liabilities and Stockholders’ Equity
Current Liabilities:
Accounts payable $ 12,164 $ 4932
Accrued expenses and other current liabilities 32,117 19,905
Deferred revenue 7,468 21,977
Current maturities of long-term debt 26,925 117,054
Total current liabilities 78,674 163,868
Long-term debt, less current maturities 603,831 557,649
Investments in unconsolidated assisted living facilities 2,284 3,353
Deferred income taxes, net 72,016 44,247
Other long-term liabilities 7,658 3,407
Tortal liabilities 764,463 772,524
Minority interests 2,451 2,792
Preferred stock, $0.01 par value, 10,000,000 shares authorized,
g no shares issued and outstanding — —
Common stock, $0.01 par value, 60,000,000 shares authorized,

22,166,402 and 21,595,569 shares issued and outstanding in 2001 and 2000 222 216
Additional paid-in capital 310,423 298,660
Retained earnings 104,270 55,169
Accumulated other comprehensive loss (4,214) —

Total stockholders’ equity 410,701 354,045
Total liabilities and stockholders’ equity $1,177,615 $1,129,361

See accompanying notes.
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Consolidated Statements of Income

YEAR ENDED DECEMBER 31,
(in thousands, except per share amounts) 2001 2000 1999
Operating revenue:
Resident fees $260,524 $274,236 $217,397
Management and contract services 105,541 38,429 30,805
Income from property sales 62,154 32,121 7,017
Total operating revenue 428,219 344,786 255,219
Operating expenses:
Facility operating 168,602 169,966 131,055
Management and contract services 74,785 15,931 6,439
Facility development and pre-rental 7,949 6,226 7,184
General and administrative 32,809 27,418 20,715
Depreciation and amortization 28,475 33,902 25,448
Facility lease 10,159 10,833 7,903
Total operating expenses 322,779 264,276 198,744
Non-recurring items 2,307 — (5,069)
Income from operations 107,747 80,510 51,406
Other income (expense):
Interest income 12,307 12,412 10,849
Interest expense (38,483) {49,978) {32,599)
Total other expense (26,176) (37,566) (21,750)
Equity in losses of unconsolidated assisted living facilities (1,169) (2,941) (1,239)
Minority interests (769) (203) (376)
Income before income taxes 79,633 39,800 28,041
Provision for income taxes (31,057) (15,522) (7,828)
Net income before extraordinary gain 48,576 24,278 20,213
Extraordinary gain, net of tax 525 — —
Net income $ 49,101 $ 24,278 $ 20,213
Net income per common share:
Basic $ 225 $ 112 $ 096
Diluted $  2.08 $ 1.10 $  0.94

See accompanying notes.
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Consolidated Statements of Changes in Stockholders’ Equity

ACCUMULATED
SHARESOF  COMMON ADDITIONAL OTHER
COMMON STOCK PAID-IN RETAINED COMPREHENSIVE
(in thousands) STOCK AMOUNT CAPITAL EARNINGS LOSS TOTAL
Balance at December 31, 1998 19,446 $194 $216,783 $ 10,678 $227,655
Net income 20,213 20,213
Total comprehensive income 20,213
Exercise of employee options for common stock 214 2 3,666 3,668
Issuance of common stock to acquire Karrington 2,279 23 75,663 75,686
Tax effect from the exercise of non-qualified stock options 7,902 7,902
Balance at December 31, 1999 21,939 219 304,014 30,891 — 335,124
Net income 24,278 24278
Total comprehensive income 24,278
Exercise of employee options for common stock 242 3 3,233 3,236
Repurchase of common stock (585) (6) (9,641) (9,647)
Tax effect from the exercise of non-qualified stock options 1,054 1,054
Balance at December 31, 2000 21,596 216 298,660 55,169 — 354,045
Net income 49,101 49,101
Interest rate swaps, net of tax (3,121) (3,121)
Foreign currency translation, net of tax (1,093) (1,093)
Total comprehensive income 44,887
Exercise of employee options for common stock 570 6 9,110 9,116
Tax effect from the exercise of non-qualified stock options 2,653 2,653
Balance at December 31, 2001 22,166 $222 $310,423 $104,270 $(4,214) $410,701

See accompanying notes.
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Consolidated Statements of Cash Flows

YEAR ENDED DECEMBER 31,
(in thousands) 2001 2000 1999
Operating activities
Net income $ 49,101 $ 24,278 $ 20,213
Adjustments to reconcile net income to net cash provided by operating activities:
Deferred income from property sales (50,266) (16,900) (70)
Equity in losses of unconsolidated assisted living facilities 1,169 2,941 1,239
Minority interests 769 203 376
Provision for bad debts 1,320 1,250 1,380
Provision for deferred income taxes 26,226 11,267 1,930
Depreciation and amortization 28,475 33,902 25,448
Amortization of financing costs and discount on long-term debt 3,488 3,754 2,676
Amortization of discount on investments — — (566)
Extraordinary gain, net of tax (525) — —
Non-recurring charges —_ _— 3,786
Changes in operating assets and liabilities:
(Increase) decrease:
Accounts receivable (4,576) (9,871) 3,754
Assets held for sale — — (1,054)
Prepaid expenses and other current assets (2,304) 1,008 (7D
Other assets (2,523) 218 2,623
Increase (decrease):
Accounts payable and accrued expenses 18,991 807 (13,243)
Deferred revenue 354 (929) 94
Other liabilities 1,730 (296) (5,728)
Net cash provided by operating activities 71,429 51,632 42787
Investing activities
Proceeds from sales of assets 52,008 45,704 26,923
Sale (acquisition) of interests in facilities 450 (1,098) (13,614)
Investment in property and equipment (67,990) (46,268) (178,443)
Increase in investments and notes receivable (123,950) (152,809) (75,259)
Proceeds from investments and notes receivable 130,222 142,422 7,574
Increase in restricted cash and cash equivalents (6,196) (830) (727)
Contributions to investments in unconsolidated assisted living facilities (7,006) (10,534) (1,519)
Net cash used in investing activities (22,462) (23,413) (235,065)
Financing activities
Net proceeds from exercised options 2,116 3,235 3,668
Additional borrowings under long-term debt 400,735 187,302 313,529
Repayment of long-term debt (444,440) (215,569) (122,079)
Net investment of minority interests — (1,088) 1,000
Financing costs paid (6,977) (3,118) (4,497)
Repurchase of stock — (9,647) —
Net cash (used in) provided by financing activities (41,566) (38,885) 191,621
Net increase (decrease) in cash and cash equivalents 7,401 (10,666) (657)
Cash and cash equivalents at beginning of year 42,874 53,540 54,197
Cash and cash equivalents at end of year $ 50,275 $ 42,874 $ 53,540

See accompanying notes.
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Notes to Consolidated Financial Statements

1. Organization and Presentation

Sunrise Assisted Living, Inc. (“Sunrise” or the “Company”) is a
provider of assisted living services for seniors. Assisted living services
provide a residence, meals and non-medical assistance to elderly resi-
dents for a monthly fee. Sunrise’s services are generally not covered
by health insurance and, therefore, monthly fees are generally payable
by the residents, their family, or another responsible party.

Sunrise was incorporated in Delaware on December 14, 1994.
The consolidated financial statements include Sunrise’s wholly
owned subsidiaries that manage, own and develop assisted living
facilities. In addition, the consolidated financial statements include
three limited liability companies. One of the limited liability companies
owns two facilities (Sunrise of Severna Park) in which Sunrise owns
a 50% membership interest. The other two limited liability companies
own one facility each {Sunrise of Sheepshead Bay and Sunrise of Mill
Basin) in which Sunrise owns a 70% membership interest. Sunrise
controls the three limited liability companies through its status as the
manager of the facilities and as sole managing member of the limited
liability companies with unilateral ability under the operating agree-
ments to conduct the ordinary course of business of the companies.
The consolidated statements of income also includes one limited
partnership which owns a facility (Sunrise of Gardner Park) in which
Sunrise had a 50% partnership interest and controlled through
December 28, 2001 at which date, Sunrise sold one-half of its part-
nership interest (see Note 12). Therefore, this entity is not consoli-
dated in the balance sheet at December 31, 2001. It is Sunrise’s
policy to consolidate non-wholly owned interests when, through its
managing partnership or operating agreements, status as manager of
the facility and sole general partner or managing member, Sunrise
holds the unilateral ability to conduct the ordinary course of business
of the facility.

2. Significant Accounting Policies

The preparation of financial statements in conformity with accounting
principles generally accepted in the United States requires manage-
ment to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. Actual
results could differ from those estimates.

Cash and Cash Equivalents

Sunrise considers cash and cash equivalents to include currency on
hand, demand deposits, and all highly liquid investments with a
maturity of three months or less at the date of purchase.

Allowance for Doubtful Accounts
Details of the allowance for doubtful accounts receivable are as follows
(in thousands):

DECEMRBER 31,
2001 2000 1999
Beginning balance $3,655 $ 3,716 $2,080
Acquired allowance _— — 786
Provision for bad debts 1,320 1,250 1,380
Accounts written off (787) (1,311) (530)
Ending balance $4,188 $ 3,655 $3,716

Property and Equipment

Property and equipment are recorded at cost and include interest and
property taxes capitalized on long-term construction projects during
the construction period, as well as other costs directly related to the
development and construction of facilities. Maintenance and repairs
are charged to expense as incurred. Depreciation is computed using
the straight-line method over the estimated useful lives of the related
assets. Property and equipment are reviewed for impairment whenever
events or circumstances indicate that the asset’s undiscounted expected
cash flows are not sufficient to recover its carrying amount. Sunrise
measures an impairment loss by comparing the fair value of the asset
to its carrying amount. Fair value of an asset is calculated as the pre-
sent value of expected future cash flows.

Construction in progress includes pre-acquisition costs and other
direct costs related to acquisition, development and construction of
facilities, including certain direct and indirect costs of Sunrise’s devel-
opment subsidiary. If a project is abandoned, any costs previously
capitalized are expensed.

Intangible Assets

Intangible assets relate primarily to the acquisition of Karrington
Health, Inc. and are comprised of management contracts, leaseholds
and costs in excess of assets acquired. Costs in excess of assets acquired
represent costs of business acquisitions in excess of the fair value of
identifiable net assets acquired. Such costs are being amortized over
38 years using the straight-line method. The accounting for costs
in excess of assets acquired will change effective January 1, 2002.
See “Impact of Recently Issued Accounting Standards” in Note 2.
Management contracts and leaseholds are also amortized using the
straight-line method over periods ranging from 11 to 40 years.

The carrying amounts of all intangible assets are reviewed for
impairment when indicators of impairment are identified. If the
review indicates that the intangible assets are not expected to be
recoverable based on the undiscounted cash flows of the acquired
assets over the remaining amortization periods, the carrying value
of the intangible assets will be adjusted.

Pre-Rental Costs
Costs incurred to initially rent facilities are capitalized and amortized
over 12 months. All other pre-rental costs are expensed as incurred.

Deferred Financing Costs

Costs incurred in connection with obtaining permanent financing for
Company-owned facilities are deferred and amortized over the term of
the financing on a straight-line basis, which approximates the effective
interest method.

Investments in Unconsolidated Assisted Living Facilities

Sunrise owns non-controlling interests in 72 assisted living facilities,
10 of which are currently under development. Sunrise’s interests,
through limited liability companies and partnerships, generally range
from 7% to 50%. Sunrise has 31 facilities in which it owns less than
10%, 12 facilities in which it owns between 10% and 20%, 24 facili-
ties in which it owns between 20% and 30% and five facilities in
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which it owns more than 30%. Sunrise does not control these entities,
as major business decisions require approval by the other partners or
members. Accordingly, these investments are accounted for under the
equity method. As such, the investments are recorded at cost and
subsequently are adjusted for equity in net income (losses) and cash
contributions and distributions. Sunrise eliminates profits on sales of
services to ventures to the extent of our ownership interest. Differences
between the carrying value of investments and the underlying equity
in net assets of the investee are amortized on a straight line basis over
the estimated useful life of the underlying facilities. Sunrise’s interests
in accumulated losses of unconsolidated assisted living facilities are
recorded below Sunrise's cost basis to the extent of other notes and
advances to those unconsolidated assisted living facilities. For infor-
mation on commitments or contingencies of partnerships or limited
liability companies in which Sunrise is a general partner or managing
member, see Note 14.

As of December 31, 2001, the underlying equity in net assets of
the investees exceeded the carrying value of investments in the net
assets of unconsolidated assisted living facilities by $15 million.

Derivatives and Hedging Activities

Sunrise recognizes all of its derivative instruments as either assets or
liabilities in the consolidated balance sheet at fair value. The account-
ing for changes in the fair value of a derivative instrument depends
on whether it has been designated and qualifies as part of a hedging
relationship and further, on the type of hedging relationship. For
those derivative instruments that are designated and qualify as hedging
instruments, Sunrise must designate the hedging instrument, based
upon the exposure being hedged, as either a fair value hedge, cash flow
hedge or a hedge of a net investment in a foreign operation.

For derivative instruments that are designated and qualify as a cash
flow hedge (i.e., hedging the exposure to variability in expected future
cash flows that is attributable to a particular risk), the effective portion
of the gain or loss on the derivative instrument is reported on the
balance sheet and reclassified into earnings in the same period or
periods during which the hedged transaction affects earnings. The
remaining gain or loss on the derivative instrument in excess of the
cumulative change in the present value of future cash flows of the
hedged item, if any, is recognized in current earnings during the
period of change.

In 2001, Sunrise entered into five interest rate swap agreements
that qualify as cash flow hedges to effectively convert a portion of
floating-rate debt to fixed-rate basis for the next two to three years,
thus reducing the impact of interest-rate changes on future interest
expense. $125 million of Sunrise’s revolving credit facility was desig-
nated as the hedged item to the interest rate swap agreements.

Revenue Recognition

Operating revenue consists of resident fee revenue, including resident
community fees, management services revenue, facility contract
services revenue and realized gain upon sale of assisted living facilities.
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Resident fee revenue is recognized when services are rendered.
Agreements with residents are for a term of one year and are cancel-
able by residents with thirty days notice. Management and contract
services revenue is comprised of revenue from management contracts,
development contracts and facility contracts. Revenue from manage-
ment contracts is recognized in the month in which it is earned in
accordance with the terms of the management contract. Revenue
from development contracts is recognized over the term of the
respective development contracts using the percentage-of-completion
method. Revenue from facility contract services is comprised of fees
plus reimbursable expenses of facilities operated with Sunrise’s
employees under long-term operating agreements. Income from
property sales is recognized upon consummation of the sale of prop-
erties unless a portion of the sale is contingent upon future events
or performance. Deferred gains are then recognized upon performance
or resolution of the contingency.

Income Taxes

Sunrise accounts for income taxes under the asset and liability approach
which requires recognition of deferred tax assets and liabilities for the

differences between the financial reporting and tax bases of assets and
liabilities. A valuation allowance reduces deferred tax assets when it is
more likely than not that some portion or all of the deferred tax assets
will not be realized.

Stock-Based Compensation

Sunrise grants stock options for a fixed number of shares to employees
with an exercise price equal to the fair value of the shares at the date
of grant. Sunrise accounts for stock option grants in accordance
with APB Opinion No. 25, Accounting for Stock Issued to Employees,
and accordingly recognizes no compensation expense for the stock
option grants.

Impact of Changes in Accounting Standards
In June 2001, the FASB issued Statement of Financial Accounting
Standards (SFAS) No. 142, Goodwill and Other Intangible Assets.
Under the new rule, goodwill and indefinite lived intangible assets
are no longer amortized but are reviewed annually for impairment.
Separable intangible assets that are not deemed to have an indefinite
life will continue to be amortized over their useful lives. The amortiza-
tion provisions of SFAS No. 142 apply to goodwill and intangible
assets acquired after June 30, 2001. With respect to goodwill and
intangible assets acquired prior to July 1, 2001, the Company will
apply the new accounting rules beginning January 1, 2002. Sunrise
recorded approximately $1 million of goodwill amortization during
2001. We are currently assessing the financial impact SFAS No. 142
will have on our consolidated financial statements. However, we do
not expect to incur an impairment charge upon adoption.

In August 2001, the FASB issued Statement 144, Accounting for
the Impairment or Disposal of Long-Lived Assets (“SFAS No. 144”). The
Statement supercedes Statement 121, Accounting for the Impairment




of Long-Lived Assets and for Long-Lived Assets to Be Disposed of and
APB Opinion No. 30, Reporting the Results of Operations—Reporting
the Effects of Disposal of a Segment of a Business, and Extvaordinary,
Unusual and Infrequently Occurving Events and Transactions, for segments
of a business to be disposed of. SFAS No. 144 retains the requirements
of Statement 121 relating to recognition and measurement of an
impairment loss and resolves certain implementation issues resulting
from Statement 121. This Statement is effective for fiscal years begin-
ning after December 15, 2001. We are currently assessing the impact
of this statement on the Company. However, we do not anticipate
this statement to have a material impact on the consolidated financial
position or results of operations of the Company.

In February 2002, the FASB agreed to rescind SFAS 4, Reporting
Gains and Losses from Extinguishment of Debt. SFAS 4 required com-
panies to report gains and losses associated with the extinguishment
of debt as a component of extraordinary gains and losses, net of tax.
These gains and losses will now be required to be presented within the
statement of income in appropriate segregated line items. Sunrise will
be required to reclassify prior year’s amounts to reflect this new rule
upon adoption.

The FASB continues to have in process a consolidation project
to interpret and potentially modify existing consolidation accounting
guidance. Recent FASB meetings have discussed changes to the prin-
ciples of consolidation, including those for special purpose entities and
potentially for joint ventures. Sunrise does not currently utilize special
purpose entities. Sunrise does have transactions with joint ventures.
Any proposed changes to current accounting guidance may impact
the Company’s accounting for these transactions. The impact of rule
changes, if any, is not known at this time.

Reclassifications
Certain 2000 and 1999 balances have been reclassified to conform
to the 2001 presentation.

3. Property and Equipment
Property and equipment consist of the following (in thousands):
DECEMRBER 31,

ASSET LIVES 2001 2000
Land and land improvements ~ 10-15yrs.  $122,267  $122,794
Building and building
improvements 40 yrs. 559,094 576,820
Fumiture and equipment 3-10 yrs. 81,766 82,982
763,127 782,596
Less accumulated depreciation
and amortization (83,133) (72,335)
679,994 710,261
Construction in progress 161,420 102,676

$841,414 $812,937

Depreciation expense was $22 million, $25 million and $19 million
for the years ended December 31, 2001, 2000 and 1999, respectively.

4. Notes Receivable—Affiliates
Notes receivable plus accrued interest consist of the following
(in thousands):

DECEMEBER 31,
2001 2000

LLC Note I, interest accrues

at LIBOR plus 5.0% $ — $22,599
LLC Note II, interest accrues at 10.0% 9,269 8,534
LLC Note IlI, interest accrues at 10.0% 19,686 18,242
LLC Note IV, interest accrues at 10.0% 19,343 17,685
LLC Note V, interest accrues at 15.0% 19,711 9,388
Note I with United Kingdom joint

venture, variable interest 4,437 5,125
Note II with United Kingdom joint venture,

interest accrues at 15.0% — 696
Note 1II with international joint venture,

interest accrues at 12.5% 16,357 —
ADG Note, interest accrues at 10.0% 543 544
AMB Note, interest accrued at 8.0% 530 —
Property Note, interest accrues at 7.75% — 3,016

Promissory Note, interest accrues at 11.5%
through March 2001 and 13.5% thereafter — 999

Credir facility, interest accrues at LIBOR

plus 3.5% (5.29% as of December 31, 2001) 898 —
Promissory Note, interest accrues at 10.0% 438 —
Promissory Note, interest accrues at LIBOR

plus 2.75% (4.58% at December 31, 2001) 4,060 —
Other notes receivable 327 290

95,599 87,118
Current maturities (1,294) (9,127)
$94,305 $77,991

In October 1997, Sunrise jointly formed a limited liability company
(“LLC I”) with an unrelated third party in which Sunrise owned a 9%
minority interest. The purpose of LLC 1 was to develop, construct and
own assisted living facilities. Sunrise loaned LLC I $15 million (the
“LLC Note I") to partially finance the initial development and con-
struction of six properties. The LLC Note I was secured by the proper-
ties and subordinated to other lenders of LLC . In September 1998,
Sunrise and LLC | amended the LLC Note 1 to increase the loan by
$6 million to a total of $21 million in order to partially finance the
initial development and construction of two additional properties.
All eight properties are completed and open at December 31, 2001.
Principal and interest were due October 2003. The LLC Note I, includ-
ing accrued interest, was repaid in June 2001 when the joint venture
partner’s interest was acquired by a third party. In connection with
this transaction, Sunrise increased its ownership in the venture to 20%.

In January 1999, Sunrise jointly formed a limited liability company
(“LLC II") in which Sunrise owns a 9% minority interest. The purpose
of LLC II is to develop, construct and own assisted living facilities.
Sunrise loaned LLC II $7 million (the “LLC Note 1I”) to partially
finance the initial development and construction of four properties.
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All four properties are completed and open at December 31, 2001.
The LLC Note 11 is secured by the properties and is subordinated
to other lenders of LLC II. The principal amount of the loan and
accrued interest are due on the earlier of March 30, 2006 or termina-
tion of the management agreement between the parties. See Note 16
Related-Party Transactions, Joint Ventures.

In March 1999, Sunrise jointly formed a limited liability company
(“LLC III") in which Sunrise owns a 9% minority interest. The purpose
of LLC II1 is to develop, construct and own assisted living facilities.
Sunrise loaned LLC III $16 million (the “LLC Note 1II") to partially
finance the initial development and construction of five properties. All
five properties are completed and open at December 31, 2001. The
LLC Note III is secured by the properties and is subordinated to other
lenders of LLC III. The principal amount of the loan and accrued
interest are due on July 1, 2002. Sunrise has committed to extend the
maturity date of this note beyond 2002 for any amounts outstanding at
July 1, 2002. See Note 16 Related-Party Transactions, Joint Ventures.

In March 1999, Sunrise jointly formed a limited liability company
(“LLC IV") in which Sunrise owns a 9% minority interest. The purpose

-of LLC IV is to develop, construct and own assisted living facilities.
Sunrise loaned LLC IV $6 million (the “LLC Note IV”) to partially
finance the initial development and construction of six properties.
All six properties are completed and open at December 31, 2001.

In December 1999, Sunrise and LLC IV amended the LLC Note IV
to increase the loan by $10 million. The LLC Note IV is secured by
the properties and is subordinated to other lenders of LLC IV. The
principal amount of the loan and accrued interest are due on the earlier
of December 31, 2006 or termination of the management agree-
ment between the parties. See Note 16 Related-Party Transactions,
Joint Ventures.

In December 2000, Sunrise jointly formed a limited liability
company (“LLC V”) with an unrelated third party in which Sunrise
owns a 9% minority interest. The purpose of LLC V is to develop,
construct and own assisted living facilities. Sunrise has loaned LLC
V $17 million (the “LLC Note V") to partially finance the initial
development and construction of five properties. Three of these
properties are completed and open at December 31, 2001. The LLC
Note V is secured by the properties and is subordinated to other
lenders of LLC V. The principal amount of the loan and accrued
interest are due on December 16, 2007. See Note 16 Related-Party
Transactions, Joint Ventures.

In 1998, Sunrise jointly formed a limited liability company
(“International LLC”) with an unrelated third party in which Sunrise
owns a 7% minority interest. The purpose of International LLC is to
develop, construct and own ten assisted living facilities in the United
Kingdom and Canada. Five of these properties are completed and
open at December 31, 2001. Sunrise agreed to make available up to
approximately $4 million (“Note I”) to International LLC under a
revolving credit arrangement to partially finance the development
a facility in the United Kingdom. Interest on the first $3 million of
advances made under Note [ accrues at 12.0%. Interest on an addi-
tional $1 million of advances accrues at a variable rate (6.17% at
December 31, 2001). In 2001, Sunrise received total payments of
$1 million. The outstanding principal and unpaid accrued interest
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were due in November 2001. However, Note [ is subordinated to a
$17 million mortgage loan on the United Kingdom facility and
Sunrise has agreed to defer payment until the mortgage loan is paid
in full. See Note 16 Related-Party Transactions, Joint Ventures.

In 2000, Sunrise agreed to make available up to approximately
$1 million (“Note II”) to International LLC under a promissory note
to partially finance the development of 2 facility in the United
Kingdom. Interest on amounts outstanding under Note Il accrues at
15.0%. A portion of the outstanding principal and unpaid accrued
interest was converted to an investment in the joint venture and the
remainder was repaid in full in January 2001. See Note 16 Related-
Party Transactions, Joint Ventures.

In 2001, Sunrise agreed to make funds available (“Note 111"} to
International LLC to partially finance the initial development and
construction of properties in the United Kingdom and Canada.
Interest on amounts outstanding under Note Il accrues at 12.5%. The
Note III to Sunrise is subordinated to other lenders of the joint ven-
ture. Principal and interest become due as each property is sold by the
joint venture. See Note 16 Related-Party Transactions, Joint Ventures.

In January 1999, a facility, in which Sunrise has a controlling
interest, accepted a $500,000 promissory note (“ADG Note”) from its
minority owner. The ADG Note accrues interest at 10% per annum
and is due annually beginning February 22, 2000. The principal bal-
ance plus accrued and unpaid interest are due on February 22, 2009.

In 2001, a facility, in which Sunrise has a controlling interest,
accepted a $500,000 promissory note (“AMB Note”) from its minority
owner. The AMB Note accrues interest at 8% per annum and is due
annually beginning March 2002. The principal balance plus accrued
and unpaid interest are due in March 2010.

In June 1999, Sunrise loaned $200,000 (*Property Note”) to owners
of certain property on which Sunrise plans to develop an assisted living
community. Immediately following issuance of the Property Note,
Sunrise entered into a purchase agreement with the owners to acquire
this property. In January 2000, an additional $3 million was advanced
to the owners of the property. The principal and unpaid accrued inter-
est was due in 2001. The Property Note, including accrued interest,
was paid in full in June 2001.

In September 2000, Sunrise agreed to make available up to $1 mil-
lion (“Promissory Note”) to the purchaser of two former Karrington
operating properties located in Ohio. The Promissory Note is secured
by a second mortgage and is subordinated to the purchaser’s first mort-
gage. The Promissory Note accrues interest at 11.5% through March
2001 and 13.5% thereafter. The outstanding principal and unpaid
accrued interest is due in September 2002. The Promissory Note was
repaid in January 2001.

In 2001, Sunrise agreed to make available up to approximately
$3 million (“Credit Facility”) to the owner of a facility that Sunrise
manages under a management contract. [nterest accrues at LIBOR
plus 3.5% per annum. Principal and accrued and unpaid interest is
due at the earlier date of the third party’s full repayment of its mort-
gage or September 2003.

In December 2001, Sunrise accepted a promissory note in the
amount of $400,000 (“Promissory Note”) from a joint venture part-
ner to finance a portion of the acquisition of one-half of Sunrise’s




ownership interest in a facility. Interest accrues at 10.0% per annum.
Principal and interest are due monthly until the promissory note is
paid in full in January 2007.

In May 2001, Sunrise accepted a promissory note in the amount
of $4 million (“Promissory Note”) from Sunrise Assisted Living
Foundation, Inc. (“SALF”), a not-for-profit organization that operates
two schools. The Promissory Note pertains to a school operated on an
undivided parcel on which Sunrise operates an assisted living facility
and is secured by an interest in the whole parcel. Interest accrues at
LIBOR plus 2.75% per annum. Principal and interest payments are
made monthly based on a twenty-five year amortization schedule at
the rate of 6.689%. The unpaid principal balance plus accrued and
unpaid interest are due in January 2003. See Note 16, Related Party
Transactions, Sunrise Assisted Living Foundation.

Sunrise recorded interest income on these notes from related par-
ties of $9 million, $7 million and $4 million during 2001, 2000 and
1999, respectively.

5. Intangibles and Other Assets
Intangible assets consist of the following (dollars in thousands):
DECEMBER 31,

T ESTIMATED
2001 2000

USEFUL LIFE

respectively. Net receivables from unconsolidated partnerships or

limited liability companies relate primarily to development activities.

Also, see Note 4 for a discussion of notes receivable from affiliates.
Summary financial information for unconsolidated entities (7%

to 50% owned) accounted for by the equity method is as follows:

(in thousands) 2001 2000 1999

Assets, principally property
and equipment

$858,079  $574,658  $280,064

Liabilities, principally

long-term debt 640,551 494,081 264,993

Equity 217,528 80,577 15,071
Revenues 169,453 72,922 23,174
Net loss (11,289) (19,941) (10,021)

Total revenues from related unconsolidated entities was $85 million,
$24 million and $19 million for the years ended December 31, 2001,
2000 and 1999, respectively.

7. Long-Term Debt
Long-term debt consists of the following (in thousands):
DECEMBER 31,
2001 2000

Management contracts,
less accumulated amortization

of $1,169 and $709

Leaseholds, less accumulated
amortization of $1,801
and $1,118 16,780 17,463 18-40 years

$22,999 $24,142

$ 6,219 $ 6,679 11-20 years

Costs in excess of assets acquired,
less accumulated amortization
of $2,179 and $1,244 $32,749  $33,709 38 years

Other assets consist of the following (in thousands):

DECEMBER 31,
2001 2000

$11,877 $ 5211

Restricted cash
Deferred financing costs less

amortization of $12,062 and $8,876 10,414 7,539
Pre-rental costs less amortization

of $16,833 and $16,437 3,258 3,783
Other 783 721

$26,332 $17,254

Restricted cash consists of real estate tax escrows, operating
reserves and capital reserves related to Sunrise’s debt agreements
and resident deposits.

6. Transactions with Unconsolidated Entities
Included in prepaid expenses and other cuttent assets are net receiv-
ables from related unconsolidated partnerships or limited liability
companies of $7 million and $21 million as of December 31, 2001
and 2000, respectively. Included in other current liabilities are net
payables to unconsolidated partnerships or limited liability companies
of $2 million and $3 million as of December 31, 2001 and 2000,

5.5% convertible subordinated
notes due 2002

Syndicated revolving credit facility

$107,836 $ 150,000
155,060 177,456

Multi-property blanket first mortgage 79,418 85,109
Multi-property first mortgage — 85,868
Revolving credit facility 27,860 —

Other mortgages and notes payable 260,582 176,445

Discount on the multi-property
blanket first mortgage less
amortization of $3,200 and $3,025 — (175)

630,756 674,703
(26,925)  (117,054)
$603,831 $ 557,649

Current maturities

On June 6, 1997, Sunrise issued and sold $150 million aggregate
principal amount of 5.5% convertible subordinated notes due 2002.
The convertible notes bore interest at 5.5% per annum payable semi-
annually on June 15 and December 15 of each year, beginning on
December 15, 1997. The conversion price was $37.1875 (equivalent
to a conversion rate of 26.89 shares per $1,000 principal amount of
the convertible notes). The convertible notes were redeemable at the
option of Sunrise commencing June 15, 2000, at specified premiums,
On September 14, 2001, Sunrise’s Board of Directors authorized the
repurchase of up to an additional $50 million of its outstanding 5.5%
subordinated convertible notes (See Note 8). During 2001, Sunrise
repurchased $42 million face value of the convertible notes, resulting
in an extraordinary gain, after tax, of $500,000.

In February 2002, Sunrise redeemed the remaining $108 million
5.5% convertible notes at a redemption price of 101.1% of the prin-
cipal amount, plus accrued and unpaid interest from the proceeds of
anew term loan (see below). The aggregate redemption price was

$110 million. None of the convertible notes were converted into
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common stock. As a result of the redemption in 2002 from proceeds
of other long-term borrowings, the convertible notes have been classi-
fied as long-term at December 31, 2001.

In January 2002, Sunrise obtained a term loan for $92 million
to be used, in part, to pay off the remaining $108 million of its out-
standing 5.5% subordinated convertible notes. The term loan was
collateralized by 14 properties, accrued interest at LIBOR plus 6%
and matured in May 2004, subject to a six-month extension option.
In February 2002, Sunrise drew $92 million on the term loan and
repaid it the same day. Sunrise incurred a non-recurring charge of
approximately $4 million during the first quarter of 2002 for fees
associated with the $92 million term loan and the premium paid
for the early redemption of the convertible notes.

In January 2002, Sunrise issued and sold $125 million aggregate
principal amount of 5.25% convertible subordinated notes due
February 1, 2009. The convertible notes bear interest at 5.25% per
annum payable semiannually on February 1 and August I each year
beginning on August 1, 2002. The conversion price is $35.84 (equiv-
alent to a conversion rate of 27.9018 shares per $1,000 principal
amount of the convertible notes). The notes are subordinated to
Sunrise’s existing and future senior indebtedness. The convertible
notes are redeemable at the option of Sunrise commencing February 5,
2006, at specified premiums. The holders of the convertible notes may
require Sunrise to repurchase the convertible notes upon a change of
control of Sunrise as defined in the convertible notes. In February 2002,
$92 million of the net proceeds from the 5.25% convertible notes
were used to pay off the term loan.

A subsidiary of Sunrise has obtained a syndicated revolving credit
facility for $400 million to be used for general corporate purposes,
including the continued construction and development of assisted
living facilities. Sunrise guarantees the repayment of all amounts
outstanding under this credit facility. The credit facility is secured
by cross-collateralized first mortgages on the real property and improve-
ments and first liens on all assets of the subsidiary, consisting of
23 properties. In June 2001, Sunrise refinanced its syndicated revolving
credit facility and reduced it from $400 million to up to $300 million.
The maturity date was extended from July 2002 to June 2004 and
the interest rate increased from LIBOR plus 1.75% to LIBOR plus
2.00% (3.83% at December 31, 2001). Sunrise pays commitment fees
of 0.25% on the unused balance of the credit facility. There were
$155 million of advances outstanding under this credit facility as
of December 31, 2001.

In June 1994, Sunrise entered into a multi-property blanket first
mortgage that is collateralized by a blanket first mortgage on all assets
of a subsidiary of Sunrise, consisting of 15 properties. In May 2001,
Sunrise modified its multi-property blanket first mortgage to remove
one of the properties as collateral, thus reducing the principal balance
to $79 million, and to extend the maturity date from May 31, 2001
to May 31, 2004, subject to optional extensions, at a fixed rate of
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interest equal to 8.20%. Prior to the modification, the multi-property

blanket first mortgage consisted of two separate debt classes. Class A

in the amount of $65 million had a fixed interest rate of 8.56% and

was interest only until the maturity date of May 31, 2001. Class B in

the amount of $20 million had a variable interest rate. Class B was

interest only until July 1, 1997 at which time principal and interest

payments were due using a 20-year amortization schedule. The interest

rate applicable to the floating rate debt was LIBOR plus 1.75% until N
the modification in May 2001.

A participation interest of $3 million payable in connection with
the multi-property blanket first mortgage was recorded at the loan
date. A corresponding amount recorded as a loan discount is being
amortized over the life of the loan. Amortization of the discount of
approximately $200,000, $400,000 and $400,000 has been included
as interest expense in 2001, 2000 and 1999, respectively.

In May 1999, Sunrise entered into a multi-property first mortgage
for $88 million secured by nine properties. The loan accrues interest
at 7.14% and matures on June 1, 2009. The nine properties securing
the debt were sold on February 23, 2001 to a joint venture in which
Sunrise has a 25% interest. The joint venture assumed the debt with
an outstanding balance of $86 million as of the date of sale.

In November 2001, Sunrise entered into a $60 million revolving
credit facility, expandable to $100 million. The revolving credit facility
matures in November 2006, subject to a five-year extension, accrues
interest at LIBOR plus 1.20% (3.2% at December 31, 2001) and is
collateralized by assisted living properties. The revolving credit facility
may be converted to a fixed rate facility at any time during the term.
The proceeds were used to reduce the balance of one of Sunrise’s
credit facilities. Sunrise pays commitment fees of 0.13% on the unused
portion of the credit facility. At December 31, 2001, the collateral of
the revolving credit facility consisted of five properties and $28 million
was outstanding.

The other mortgages and notes payable relate primarily to 30 facili-
ties whereby outstanding balances are collateralized by the total assets
of the respective facility. Payments of principal and interest are made
monthly. Interest rates range from 1.5% to 10.0% with remaining
maturities ranging from less than one year to 32 years. These other
mortgages and notes payable have total borrowings of $261 million
as of December 31, 2001, and an unused portion on one of the loans
of $6 million.

In March 2000, Sunrise entered into a multi-property first mort-
gage for $75 million secured by eight properties. The loan accrues
interest at 8.66% and matures in April 2007. The proceeds of the loan
were used to repay $59 million of floating rate construction debt and
to help fund Sunrise’s development and stock repurchase programs.
The eight properties securing the debt were sold on September 29,
2000 to a joint venture in which Sunrise has a 25% interest. The joint
venture assumed the debt with an outstanding balance of $75 million

as of September 30, 2000.




During 2001, Sunrise entered into interest rate swap agreements
that effectively converted a portion of its floating-rate debt to fixed-
rate debt, thus reducing the impact of interest rate increase during the
term of the swap. $125 million of Sunrise’s syndicated revolving credit
facility has been designated as the hedge item to the interest rate swap
agreements. The maturity dates of the swap agreements range from
June 2003 to June 2004 and have an effective weighted-average fixed
interest rate of 6.59%. The fair value of the swaps, net of tax, was nega-
tive $3 million as of December 31, 2001 and was recorded in other
long-term liabilities and accumulated other comprehensive income.
During 2001, the hedge ineffectiveness was immaterial. Based on the
fair value of the swaps at December 31, 2001, we would incur approxi-
mately $2 million of interest expense related to the swaps in 2002.
The fair value of the swaps are adjusted quarterly.

There are various financial covenants and other restrictions in
Sunrise’s debt instruments, including provisions which: (1) require it
to meet certain financial tests. For example, Sunrise’s $300 million
syndicated revolving credit facility requires Sunrise to have a consoli-
dated tangible net worth of at least $284 million and to maintain a
consolidated minimum cash liquidity balance of at least $25 million.
These tests are administered on a monthly or quarterly basis, depend-
ing on the covenant; (2) require consent for changes in management
or control of Sunrise. For example, Sunrise’s $300 million syndicated
revolving credit facility requires the lender’s consent for any merger
where Paul Klaassen or Teresa Klaassen does not remain chairman of
the board and chief executive officer of Sunrise; (3) restrict the ability
of Sunrise’s subsidiaries to borrow additional funds, dispose of assets
or engage in mergers or other business combinations without lender
consent; and (4) require that Sunrise maintain minimum occupancy
levels at its facilities. For example, Sunrise’s $300 million syndicated
revolving credit facility requires that 85% occupancy be achieved
after 15 months for newly opened facilities with 77 units or less and
18 months for 78 units or more and, following this 15-month and
18-month period, be maintained at or above that level. If this occu-
pancy covenant is not met, the amount borrowed against that property
must be reduced.

Sunrise’s syndicated revolving credit facility contains a cross-default
provision pursuant to which a default on other indebtedness by Sunrise
or any of its consolidated subsidiaries under the credit facility could
result in the ability of the lenders to declare a default and accelerate
the indebtedness under the credit facility.

As of December 31, 2001, Sunrise was in compliance with all of its
debt covenants.

Principal maturities of long-term debt as of December 31, 2001 are
as follows (in thousands):

2002 $ 26,925
2003 88,467
2004 244,874
2005 9,787
2006 32,055
Thereafter 228,648

$630,756

Interest paid totaled $42 million, $52 million and $36 million in
2001, 2000 and 1999, respectively. Interest capitalized was $7 million,
$6 million and $6 million in 2001, 2000 and 1999, respectively.

As of December 31, 2001, Sunrise has $14 million in unused letters
of credit that have been pledged for the benefit of certain lending insti-
tutions and municipalities. The letters of credit expire within two years.

8. Stockholders’ Equity

In 2000, Sunrise’s Board of Directors authorized Sunrise to repurchase
its outstanding common stock and/or its outstanding 5.5% convertible
subordinated notes up to an aggregate purchase price of $50 million
over a period of 12 months. Under the stock repurchase program,
Sunrise was authorized to repurchase common stock in the open
market or in privately negotiated transactions, subject to market
conditions, applicable legal requirements and other factors. Sunrise
repurchased 585,000 shares of common stock at an average price

of $16.66 per share through open-market purchases during 2000.

9. Stock Option Plans

Sunrise has stock option plans providing for the grant of incentive
and nonqualified stock options to employees, directors, consultants
and advisors. At December 31, 2001, these plans provided for the
grant of options to purchase up to 8,148,910 shares of common stock.
The option exercise price and vesting provisions of the options are
fixed when the option is granted. The options expire ten years from
the date of grant and generally vest over a four-year period. The
option exercise price is not less than the fair market value of a share
of common stock on the date the option is granted.

On April 25, 1996, the Board of Directors adopted the 1996
Directors’ Stock Option Plan (the “Directors’ Plan”). Any director
who was a member of the Board of Directors but not an officer or
employee of Sunrise or any of its subsidiaries (other than the persons
elected as director representatives of the holders of Series A Preferred
Stock) was eligible to receive options under the Directors’ Plan. In
March 2000, the Directors’ Plan was terminated. An aggregate of
75,000 shares of common stock is reserved for issuance under existing
option agreements. The option exercise price is not less than the fair
market value of a share of common stock on the date the option was
granted. The period for exercising an option begins six months after
the option was granted and generally ends ten years from the darte the
option was granted. Options granted under the Directors’ Plan vested
immediately. All options granted under the Directors’ Plan are non-
incentive stock options. As of December 31, 2001, 75,000 options
remained outstanding under the plan.
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A summary of Sunrise’s stock option activity, and related information for the years ended December 31 are presented below:

2001 2000 1999
WEIGHTED- WEIGHTED- WEIGHTED-
AVERAGE AVERAGE AVERAGE
SHARES EXERCISE SHARES EXERCISE SHARES EXERCISE
(000) PRICE (000) PRICE (000) PRICE
Qutstanding—beginning of year 5,959 $21.33 5,250 $23.28 4,170 $24.93
Granted 1,205 22.27 1,905 15.93 1,712 23.02
Exercised (570) 15.73 (242) 13.77 (213) 17.24
Canceled (426) 28.98 (954) 28.57 (419) 30.39
Qutstanding—end of year 6,168 21.52 5,959 21.33 5,250 23.28
Options exercisable at year-end 3,030 2,523 1,853
Weighted-average fair value of
options granted during the year $16.16 $11.78 $16.46
The following table summarizes information about stock options outstanding at December 31, 2001:
OPTIONS OUTSTANDING OPTIONS EXERCISABLE
WEIGHTED- WEIGHTED- WEIGHTED-
NUMBER AVERAGE AVERAGE NUMBER AVERAGE
RANGE OF QUTSTANDING REMAINING EXERCISE EXERCISABLE EXERCISE
EXERCISE PRICES (000) CONTRACTUAL LIFE PRICE (000) PRICE
$ 3.00-$% 8.00 52 3.6 $ 3.95 52 $ 3.95
8.01- 20.00 2,398 8.2 15.51 672 15.68
20.01- 25.63 2,876 6.3 2441 1,951 24.82
25.64- 44.56 842 7.9 29.85 355 3291
6,168 3,030

Pro forma information regarding net income and earnings per
share is required by SFAS No. 123, Accounting for Stock-Based
Compensation, and has been determined as if Sunrise had accounted
for its employee stock options under the fair value method of that

For purposes of pro forma disclosures below, the estimated fair
value of the options is amortized to expense over the options’ vesting
period. Sunrise’s pro forma information follows (in thousands, except
per share amounts):

Statement. The fair value for these options was estimated at the date YEAR ENDED DECEMBER 31,

of grant using the Black-Scholes option pricing model with the fol- 2001 2000 1999

lowing weighted average assumptions for 2001, 2000 and 1999: risk- Net income:

free interest rate of 4.4% to 6.5%; dividend yield of 0%; expected As reported $49,101 $24,278 $20,213

lives of 7 to 10 years; and volatility of 36.8% to 57.54%. Pro forma $29,240 $ 7,686 $ 7,882
The Black-Scholes option valuation model was developed for use Diluted net income per share:

in estimating the fair value of traded options that have no vesting As reported $ 2.08 $ 1.10 $ 094

restrictions and are fully transferable. In addition, option valuation Pro forma $ 1.13 $ 035 $ 037

models require the input of highly subjective assumptions including
the expected stock price volatility. Because Sunrise’s employee stock

options have characteristics significantly different from those of traded
options, and because changes in the subjective input assumptions can

materially affect the fair value estimate, in management’s opinion,

the existing models do not necessarily provide a reliable single measure

of the fair value of its employee stock options.
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10. Stockholder Rights Agreement

The Board of Directors adopted a Stockholders Rights Agreement
(“Rights Agreement”} effective April 25, 1996, as amended. All
shares of common stock issued by Sunrise between the date of adop-
tion of the Rights Agreement and the Distribution Date (as defined
below) have rights attached to them. The rights expire ten years
after adoption of the Rights Agreement. Each right, when exercis-
able, entitles the holder to purchase one one-thousandth of a share
of Series C Junior Participating Preferred Stock at a price of $85.00
(the “Purchase Price”). Until a right is exercised, the holder thereof
will have no rights as a stockholder of Sunrise.

The rights initially attach to the common stock. The rights will
separate from the common stock and a distribution of rights certifi-
cates will occur {a “Distribution Date”) upon the earlier to occur of
(1) ten days following a public announcement that a person or group
(an “Acquiring Person”) has acquired, or obtained the right to acquire,
beneficial ownership of 20% or more of the outstanding shares of
common stock (the “Stock Acquisition Date”) or (2) ten business
days (or such later date as the Board of Directors may determine)
following the commencement of a tender offer or exchange offer,
the consummation of which would result in the beneficial ownership
by a person of 20% or more of the outstanding shares of common
stock. However, neither Paul ]. Klaassen nor Teresa M. Klaassen
(nor their affiliates, associates and estates), each of whom, as of the
date of adoption of the Rights Agreement, beneficially owned in
excess of 20% of the outstanding shares of common stock, will be
deemed an “Acquiring Person,” unless they acquire an additional
2% of the common stock which was outstanding at the time of com-
pletion of Sunrise’s initial public offering.

In general, if a person becomes the beneficial owner of 20% or
more of the then outstanding shares of common stock, each holder of
a right may exercise the right by purchasing common stock having a
value equal to two times the Purchase Price. If at any time following
the Stock Acquisition Date (1) Sunrise is acquired in a merger or
other business combination transaction in which it is not the surviv-
ing corporation (other than a merger which follows an offer described
in the preceding paragraph), or (2) 50% or more of Sunrise’s assets or
eaming power is sold or transferred, each holder of a right shall have
the right to receive, upon exercise, common stock of the acquiring
company having a value equal to two times the Purchase Price. The
Board of Directors of Sunrise generally may redeem the rights at a
price of $.005 per right at any time until ten days after an Acquiring
Person has been identified as such.

11. Net Income Per Common Share
The following table summarizes the computation of basic and diluted
net income per common share amounts presented in the accompany-
ing consolidated statements of operations (in thousands, expect per
share amounts):

YEAR ENDED DECEMBER 31,

2001 2000 1999
Numerator for basic
net income per share:
Net income before
extraordinary gain $48,576  $24,278  $20,213
Extraordinary gain, net of tax 525 — —
Net income $49,101  $24,278  $20,213
Numerator for diluted
net income per share:
Net income before
extraordinary gain $48,576  $24278  $20,213
Assumed conversion of
convertible notes, net of tax 4,795 — —
Diluted net income
before extraordinary gain 53,371 24,278 20,213
Extraordinary gain, net of tax 525 — —
Diluted net income $53,896  $24,278  $20,213

Denominator:

Denominator for basic
net income per common
share-weighted average shares 21,825 21,654 21,045

Effect of dilutive securities:
Employee stock options 651 366 544
Convertible notes 3,476 — -

Denominator for diluted net
income per common share-
weighted average shares
plus assumed conversions

25,952 22,020 21,589

Basic net income
per common share:

Net income before
extraordinary gain $ 223 $ 112 $ 096

Extraordinary gain, net of tax 0.02 — —
Net income $ 225 $ 112 $ 096

Diluted net income
per common share:

Net income before

extraordinary gain $ 206 $ 110 $§ 094
Extraordinary gain, net of tax 0.02 — —
Net income $ 208 $ 1.10 $ 094

Certain shares issuable upon the exercise of stock options or con-
vertible notes have been excluded from the computation because the
effect of their inclusion would be anti-dilutive. Options are included
under the treasury stock method to the extent they are dilutive.
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12. Acquisitions and Dispositions

In September 1998, Sunrise completed the sale of two facilities for an
aggregate sales price of $29 million. Sunrise will realize up to a $6 mil-
lion gain from the transaction. Sunrise recognized a gain of $2 million
and $2 million on the sale in 1999 and 1998, respectively. The remain-
ing gain was deferred at December 31, 2001, the recognition of which
is contingent upon future events. Sunrise operates the two facilities
under long-term operating agreements.

In June 1999, Sunrise completed the sale of two facilities for an
aggregate sales price of $28 million. Sunrise realized an $11 million
gain from the transaction over three quarters. Sunrise recognized a
gain of $5 million on the sale in 1999 and $6 million in 2000. Sunrise
operates the two facilities under long-term operating agreements.

In May 1999, Sunrise completed its acquisition of Karrington Health,
Inc. through a tax-free, stock-for-stock transaction in which it issued
2.3 million common shares in exchange for all the outstanding shares
of Karrington and Karrington became a wholly owned subsidiary
of Sunrise. The transaction was accounted for as a purchase and was
valued at $85 million, including merger and stock issuance costs
of $8 million and the fair value of assumed employee stock options
of $2 million. Karrington operates assisted living facilities providing
services to the elderly.

In June 2000, Sunrise completed the sale of three facilities for
an aggregate sales price of $44 million to a real estate venture
company in which Sunrise owns a 25% interest. Sunrise realized
$13 million in gain, subject to certain contingencies being met,
of which $2 million and $11 million was recognized in 2001 and
2000, respectively. In September 2000, Sunrise completed the sale
of eight facilities for an aggregate sales price of $111 million to the
same venture company. The venture company assumed approxi-
mately $75 million of debt secured by the eight properties. Sunrise
realized $26 million in gain, subject to certain contingencies being
met, of which $13 million and $13 million was recognized in 2001
and 2000, respectively. Sunrise continues to operate the facilities
under long-term operating agreements.

In December 2000, Sunrise completed the sale of two facilities
for an aggregate sales price of $28 million. Sunrise realized up to
$8 million in gain, subject to certain contingencies being met, of
which $5 million and $2 million was recognized in 2001 and 2000,
respectively. Sunrise continues to operate the facilities under long-
term operating agreements.

In February 2001, Sunrise completed the sale of nine facilities for
an aggregate sales price of $131 million to a limited partnership in
which Sunrise owns a 25% interest. Sunrise realized $40 million in
gain, subject to certain contingencies being met, of which $40 million
was recognized during 2001. Sunrise continues to operate the facilities
under long-term operating agreements.

In October 2001, Sunrise completed the sale of one facility for
an aggregate sales price of $17 million to a real estate venture com-
pany in which Sunrise owns a 25% interest. Sunrise will realize up to
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$3 million in gain over four quarters, subject to certain contingencies
being met, of which $1 million was recognized in 2001. Sunrise con-
tinues to operate the facilities under long-term operating agreements.

In December 2001, Sunrise completed the sale of one of our two
existing Florida facilities for an aggregate sales price of $8 million.
The buyer will assume management of the property after a 90-day
transition period. Sunrise realized $1 million in gain, which was
recognized in 2001.

In December 2001, Sunrise completed the sale of one facility for
an aggregate sales price of $16 million to a real estate venture com-
pany in which Sunrise owns a 25% interest. Sunrise will realize up to
$2 million in gain over four quarters, subject to certain contingencies
being met, of which $500,000 was recognized in 2001. Sunrise may
receive up to an additional $2 million in incentive payments based
on 2002 operating performance. Sunrise continues to operate the
facilities under long-term operating agreements.

In December 2001, one of Sunrise’s joint venture partners exet-
cised an option to acquire an additional 25% interest in one property
(Sunrise of Gardner Park). As a result of the transaction, Sunrise’s
ownership in the property was reduced to 25% from 50%. Sunrise will
continue to operate the community under a long-term management
agreement. Sunrise will realize up to $1 million in gain over four quar-
ters, subject to certain contingencies being met, of which $200,000
was recognized in 2001.

In connection with Sunrise’s property sale/long-term manage back
program, Sunrise specifically identifies properties that it intends to sell
within a twelve-month period and, accordingly, designates these prop-
erties as held for sale. Management believes that the sales value of
these properties exceeds their book value and therefore no related
write-down has been recorded. The operating results of these properties
are reflected in Sunrise’s consolidated operating results. Depreciation
expense for these properties is included in Sunrise’s consolidated depre-
ciation expense up to the point that management specifically identifies
the properties it intends to sell and believes the sale of the properties is
probable. The book value of these properties (approximately $150 mil-
lion) continues to be reflected in the property and equipment line item
of the balance sheet.

In December 2001, Sunrise entered into a definitive agreement
to sell 12 assisted living properties to a real estate investment entity
advised by Macquarie Capital Partners for an aggregate sales price of
$198 million. Sunrise will continue to operate the properties under
long-term management agreements and Sunrise will retain a 20%
ownership interest in the joint venture. Also on December 28, 2001,
Sunrise entered into a definitive agreement to sell two additional
assisted living properties. Sunrise will continue to operate the proper-
ties under long-term management agreements. The closing of these
transactions is subject to customary closing conditions, assumptions of
original financing and receipt of required regulatory approvals. Sunrise
expects to close the sale of 12 of these properties during the first quar-
ter of 2002 and the balance during the second quarter of 2002.




13. Non-Recurring [tems

In August 2001, Karrington Health Inc. (Karrington), a wholly
owned subsidiary of Sunrise, received a cash payment in the amount
of $10 million to settle a lawsuit filed by Karrington prior to its acqui-
sition by Sunrise in 1999. Karrington brought the suit alleging that
Omega Healthcare Investors, Inc. had breached a financing commit-
ment it had made to Karrington. Expenses incurred to settle the law-
suit have been netted against the settlement.

Given the current industry environment and the increasing num-
ber of opportunities to acquire properties and management contracts,
Sunrise determined, in the third quarter of 2001, that the costs to
develop five specific sites outweighed the costs of acquiring facilities
and/or management contracts in those areas. Accordingly, manage-
ment elected not to proceed with its planned development for these
five sites and wrote down associated project costs by $7 million to
their estimated net realizable value.

Sunrise recorded non-recurring charges of $5 million during 1999,
of which $4 million related to the consolidation and integration of
the acquired operations and development pipeline of Karrington and
$1 million related to the termination of a property acquisition agree-
ment. Of the $5 million of non-recurring charges, $4 million were
non-cash transactions.

14. Commitments

Sunrise leases its corporate offices, regional offices, development offices
and warehouse space under various leases. During 1998, Sunrise entered
into an agreement to lease new office space for its corporate headquarters.
The lease commenced upon completion of the building in July 1999 and
expires in July 2011. The lease has an initial annual base rent of $1 mil-
lion. The base rent escalates approximately 2.5% per year in accordance
with a base rent schedule. In September 1999, Sunrise amended another
corporate lease to increase the amount of leased premises and extend
the maturity date to October 2004. The initial annual lease payments
amount to $462,000, and the base rent is subject to annual increases
based on the consumer price index from a minimum of 2% to a maxi-
mum cap of 3% per year. The warehouse lease has a term of seven years
and expires in May 2004. The initial annual base rent payments amount
to $148,000, subject to annual increases of 3%. In addition, Sunrise is
required to amortize an additional $88,000 of rent related to the straight
lining of rent benefits and a portion of operating expenses. Various other
leases expire between 2001 and 2005.

Sunrise has also entered into operating leases for five facilities. Two
facilities commenced operations during 1997, two facilities commenced
operations in 1998, and the other facility commenced operations in
1999. In May 1999 in connection with the acquisition of Karrington,
Sunrise assumed six operating leases for six assisted living properties and
a ground lease. The operating lease terms vary from 15-20 years, with
two ten-year extension options. Sunrise also has four other ground leases
related to two facilities in operation and two facilities under construction.
Lease terms range from 30 to 99 years and are subject to annual increases
based on the consumer price index and/or stated increases in the lease.

In December 1998, a subsidiary of Sunrise entered into a three-
year operating lease for six assisted living facilities. Sunrise guaranteed
the payment of all obligations of its subsidiary under the lease. There
were no extension options. However, Sunrise had the option, 120 days
prior to the expiration date of the lease, of either purchasing or sell-
ing all the leased properties. If Sunrise exercised its option to sell the
properties and the proceeds from the sale exceeded the obligation
under the lease, Sunrise was entitled to the excess. However, if the
proceeds from the sale were less than the obligation under the lease,
Sunrise would be obligated to fund the difference. Sunrise was
responsible for the payment of real estate taxes, insurance and other
operating expenses. The lease required Sunrise to maintain certain
coverage ratios, liquidity and net worth. These six leased properties
were sublet to Karrington until the acquisition of Karrington in
May 1999. During 2000, Sunrise purchased two of the properties
for $18 million. In 2001, Sunrise exercised its option to purchase
the remaining leased properties and closed on the purchase of the
remaining four properties for $29 million in January 2002. The effect
of purchasing these six properties was to record the property and
newly financed debt associated with these properties on Sunrise’s
consolidated balance sheet.

Future minimum lease payments under office, equipment, ground
and other operating leases as of December 31, 2001, excluding the
leased properties purchased in January 2002 indicated above, are as
follows (in thousands):

2002 $ 11,074
2003 10,761
2004 10,296
2005 9,700
2006 9,704
Thereafter 124,297

$175,832

Sunrise has entered into contracts to purchase and lease additional
sites. Total contracted purchase price of these sites is $116 million.
Sunrise is pursing additional development opportunities and also plans
to acquire additional facilities as market conditions warrant.

As a part of Sunrise's operating strategy, Sunrise may provide lim-
ited debt guarantees to certain of its joint ventures. At December 31,
2001, Sunrise has provided $18 million of last dollar debt guarantees,
$15 million of which are removed upon stabilization of the under-
lying facility. Last dollar guarantee means the third-party debt
would have to default, the bank would have to enforce any remedies
against the venture, including foreclose, after which Sunrise would
have to provide any required funds to make up any difference between
the loan amount and the amount recovered from such enforcement.
Sunrise has provided $16 million of other debt guarantees, $6 million
of which are removed at stabilization for the underlying facility. At
December 31, 2001, Sunrise does not believe that it will be required
to fund any debt under its current outstanding debt guarantees.
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As part of Sunrise’s fee-development for joint ventures, it typically
guarantees that properties will be completed at budgeted costs approved
by all partners in the joint venture. Budgeted costs typically include
significant contingency reserves for unforeseen costs and potential
overruns. At December 31, 2001, seven properties are under construc-
tion and subject to completion guarantees. Sunrise has over 20 years
experience in the development and construction of assisted living
communities. Its construction contractors are experienced in building
its prototype and assume much of the risk of on-time and on-budget
completion by executing fixed-price contracts. Sunrise closely moni-
tors these projects and does not expect to fund any amounts under
these development completion guarantees during 2002. If amounts are
required to be funded by Sunrise, they would typically become loans
to the venture and earn interest.

As a part of certain management contracts, Sunrise may provide
an operating deficit guarantee. This means that if a property has
depleted all of its operating reserves and does not generate enough
cash flow during a month to cover its expenses, Sunrise would
provide a loan to the property to cover the cash shortfall. These
guarantees are generally included with our development joint
ventures and usually are provided for a limited period of time, gen-
erally until the property reaches stabilization. Currently, 24 operat-
ing properties are subject to a Sunrise operating deficit guarantee
and seven additional properties will be subject a guarantee upon
opening. Sunrise does not expect to fund any amounts during 2002
under these guarantees.

15. Income Taxes
Deferred income taxes reflect the net tax effects of temporary differ-
ences between the carrying amount of assets and liabilities for financial
reporting purposes and the amount used for income tax purposes.

The primary components of Sunrise’s net deferred tax asset are as
follows (in thousands):

DECEMBER 31,
2001 2000

Deferred tax assets:

Operating loss carryforward $ 16,973 $ 11,632

Accrued expenses 2,624 5,792

Other 2,139 2,024
Total deferred tax assets $ 21,736 $ 19,448
Deferred tax liabilities:

Property and equipment $(66,542) $(41,128)

Other (5,474) (3,119)

Total deferred tax liabilities (72,016) (44,247)
Net deferred tax lability $(50,280) $(24,799)
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At December 31, 2001, Sunrise had regular federal net operating
loss carryforwards available to offset future taxable income of approxi-
mately $40 million, which expire from 2010 through 2019. This amount
includes approximately $6 million of net operating loss carryforwards
acquired from Karrington, which are subject to certain limitations on
utilization. At December 31, 2001, Sunrise had alternative minimum
tax credits of approximately $1 million and Work-Opportunity Tax
Credits of approximately $500,000 available to offset future federal
tax liabilities. These tax credits do not expire. Various Sunrise enti-
ties have fully utilized their net operating loss carryforwards for state
tax purposes.

Realization of the net deferred tax asset is dependent on generating
sufficient taxable income prior to expiration of the loss carryforwards.
Sunrise expects to fully utilize the loss carryforward prior to expiration.

Significant components of the provision for income taxes are as
follows (in thousands):

YEAR ENDED DECEMBER 31,
2001 2000 1999
Current:
Federal $ 2,778 $ 1,501 $ 4,738
State 2,389 2,754 1,160
Total current 5,167 4255 5,898
Deferred:
Federal 23,805 11,235 4,507
State 2,421 32 (8)
Decrease in valuation allowance — — (2,569)
Total deferred 26,226 11,267 1,930
Total tax expense $31,393  $15,522 $ 7,828

In 2001, 2000 and 1999, Sunrise paid federal and state income
taxes, net of refunds of $1 million, $3 million and $2 million, respec-
tively. Current taxes payable for 2001, 2000 and 1999 have been
reduced by approximately $3 million, $1 million, and $8 million
respectively, reflecting the tax benefit to Sunrise of employee stock
options exercised during the year. The tax benefit has been recognized
as an increase to additional paid-in capital.

The differences between the tax provision calculated at the statu-
tory federal income tax rate and the actual tax provision recorded for
each year are as follows:

YEAR ENDED DECEMBER 31,
2001 2000 1999
Statutory rate 35% 35% 35%
State taxes, net 6 7 7
Tax exempt interest (1) (1 (3)
Other (1) (2) (2)
Valuation allowance — — (9)
39% 39% 28%




16. Related-Party Transactions
Sunrise Assisted Living Foundation
Sunrise Assisted Living Foundation, Inc. (“SALF”), a not-for-profit
organization, operates two schools, including day care centers. Paul
and Teresa Klaassen, Sunrise’s founders, are on the Board of Directors
of SALE SALF reimbursed Sunrise monthly for use of office facilities
and support services in the amount of $84,000 in 2001, 2000 and
1999. Such amounts are included in operating revenue. Sunrise has
also accepted a promissory note from SALF during 2001 (see Note 4).
During 1999, a subsidiary of SALF provided certain health care
services to residents of Sunrise facilities located in Illinois. The SALF
subsidiary entered into various administrative, accounting and collec-
tion service agreements with Sunrise affiliates. The service agreements
allow for reimbursement of costs of service plus a management fee.
Sunrise recognized management fees of $400,000, $200,000 and
$49,000 in 2001, 2000 and 1999, respectively. As of December 31,
2001, Sunrise owed SALF $500,000 under such service agreements.

Ground Lease

Sunrise has a 99 year ground lease with one of Sunrise’s founders.
The ground lease expires in May 2085. The basic monthly rent is
adjusted annually based on the consumer price index. Rent expense
under this lease was $296,000 for December 31, 2001 and $262,000
for each of the years ended December 31, 2000 and 1999. Sunrise
subleases one-half of this ground lease to SALE The sublease expires
in May 2085 and requires payments equal to 50% of all payments
made by Sunrise under the ground lease. Sublease rental income was
$148,000 for December 31, 2001 and $131,000 for each of the years
ended December 31, 2000 and 1999. Lease expense is recorded net
of the sublease income.

Joint Ventures

Sunrise has entered into unconsolidated joint venture arrangements
with a third party that is providing up to $71 million of the equity
capital to develop up to 36 projects in the United States, United
Kingdom and Canada. A director of Sunrise, Craig Callen, is a man-
aging director in the third party that is providing the equity capital
and a former director of Sunrise is a general partner in the third party.
Sunrise is providing management and pre-opening services to the
joint ventures on a contract-fee basis with rights to acquire the assets
in the future and has agreed to invest up to $8 million of equity capital
in the joint ventures. Sunrise recognized management and contract
services fees from these joint ventures of $4 million, $7 million and
$13 million, respectively, in 2001, 2000 and 1999. As of December 31,
2001, 2000 and 1999, the third party had provided approximately
$51 million, $42 million and $23 million, respectively, and Sunrise
has provided $8 million, $4 million and $2 million, respectively, of
equity capital to the joint ventures. For information on committed
and funded loans to this third party, see Note 4.

17. Profit-Sharing Plan

Sunrise has a profit-sharing plan (the “Plan”) under Internal Revenue
Code Section 401(k). All employees of Sunrise are covered by the
Plan and are eligible to participate in the Plan after meeting certain
eligibility requirements. Deferred salary contributions are made through
pre-tax salary deferrals of between 1% and 16%. During 1999 and
2000, the Plan contained three elements—employee salary contri-
butions, discretionary matching employer contributions and special
discretionary employer contributions.

Effective January 1, 2001, employees will vest in their matching
employer contributions 100% over four years at 25% each year. When
an employee reaches 5 years of service, Sunrise will contribute $0.50 for
every dollar the employee contributes up to 7% of the employee’s annual
compensation. If the employee has less than 5 years of service, the
employer contribution will be $0.25 for every dollar the employee con-
tributes up to 7% of the employee’s annual compensation. The Plan has
eliminated the discretionary matching contributions and all employees
who eamn $85,000 or less annually are eligible to receive regular matching
contributions by Sunrise provided the employee meets certain eligibility
requirements. Martching contributions made by Sunrise totaled $500,000,
$300,000 and $300,000 during 2001, 2000 and 1999, respectively.

18. Fair Value of Financial Instruments

The following disclosures of estimated fair value were determined

by management, using available market information and valuation
methodologies. Considerable judgment is necessary to interpret mar-
ket data and develop estimated fair value. Accordingly, the estimates
presented herein are not necessarily indicative of the amounts Sunrise
could realize on disposition of the financial instruments. The use of
different market assumptions or estimation methodologies may have
an effect on the estimated fair value amounts. The fair values of the
notes receivable are discussed in Note 4.

Cash equivalents, accounts receivable, accounts payable and
accrued expenses, marketable securities, investments and other current
assets and liabilities are carried at amounts which reasonably approxi-
mate their fair values.

Fixed rate debt with an aggregate carrying value of $448 million
has an estimated aggregate fair value of $347 million at December 31,
2001. Estimated fair value of fixed rate debt is based on interest rates
currently available to Sunrise for issuance of debt with similar terms
and remaining maturities. The estimated fair value of Sunrise’s variable
rate debt is estimated to be approximately equal to its carrying value
of $182 million at December 31, 2001. The interest rate swap related
to floating rate debt, net of taxes, (see Note 7) has an estimated fair
value of negative $3 million at December 31, 2001.

Management believes the net carrying amount of the notes receiv-
able approximates market value at December 31, 2001 and 2000.

Disclosure about fair value of financial instruments is based on per-
tinent information available to management as of December 31, 2001.
Although management is not aware of any factors that would signifi-
cantly affect the reasonable fair value amounts, these amounts have
not been comprehensively revalued for purposes of these financial
statements since December 31, 2001 and current estimates of fair
value may differ from the amounts presented herein.
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19. Information about Sunrise’s Segments
Sunrise reports the results of its operations by its two operating
divisions—Sunrise Management Services and Sunrise Properties.
Sunrise Assisted Living, Inc. is the parent company of each division
and develops Sunrise’s strategy and overall business plan and coordi-
nates the activities of all business divisions. The Sunrise Management
Services division provides full-service assisted living management
services, in the U.S. and internationally, for all properties owned
by Sunrise or managed by Sunrise for third parties. The Sunrise
Management Services division also provides consulting services on
market and site selection and pre-opening sales and marketing. The
Sunrise Properties division is responsible for all Sunrise real estate
operations, including development, construction, property management,
project and permanent financing, real estate and property sales.
Segment information is as follows (in thousands):
YEAR ENDED DECEMBER 31,
2001 2000 1999

Operating Revenue:
Sunrise Management Services $ 295,459 $ 227,278 $ 170,892
325,785 312,810 234,620

Sunrise Properties

Elimination of
intersegment revenue

(193,025) (195,302) (150,293)

Total consolidated

operating revenue 428,219 344,786 255,219
Operating Expenses:

Sunrise Management Services 266,356 206,060 151,657

Sunrise Properties 240,483 245,037 193,670

Elimination of
intersegment expenses

(193,025) (195,302) (150,293)

Total consolidated

operating expenses 313,814 255,795 195,034
Properties—nonrecurring items 2,307 — (5,069)
Segment operating income 116,712 88,991 55,116

Reconciliation to net income:

Corporate operating expenses 8,965 8,481 3,710

Income from operations 107,747 80,510 51,406
Interest expense, net (26,176) (37,566) (21,750)
Equity in losses

of unconsolidated

assisted living facilities (1,169) (2,941) (1,239)
Minority interests (769) (203) (376)
Provision for income taxes (31,057) (15,522) (7,828)

Extraordinary gain, net of tax 525 — —
Total consolidated net income $ 49,101 $ 24,278 $ 20,213

Management services revenue from operations in England were
$1 million, $1 million and $1 million for 2001, 2000 and 1999, respec-
tively. Management services revenue from operations in Canada were
$3 million, $2 million and $1 million for 2001, 2000 and 1999, respec-
tively. The remaining revenues and all long-lived assets are domestic
and substantially all assets are held by Sunrise Properties.
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20. Quarterly Result of Operations (Unaudited)
The following is a summary of quarterly results of operations for the
fiscal quarters: (in thousands, except per share amounts):

1ST IND 3RD 4TH
QUARTER  QUARTER QUARTER  QUARTER

2001
Operating revenue  $104,049 $103,521 $108,359 $112,290
Net income 13,191 13,109 11,687 11,114

Diluted net income
per Common share $ 0.56 $ 0.55 $ 049 $ 0.47

2000
Operating revenue  $ 76,802 $ 82,329 $ 90484 $ 95,171
Net income 4,094 4,901 6,486 8,797

Diluted net income

per Common share $ 019 §$ 022 % 030 $ 0.39

The sum of diluted net income per common share for the four
quarters in 2001 and 2000 may not equal diluted net income per
common share for the year due to the changes in the number of
weighted average shares outstanding and fluctuations in the market
price of Sunrise’s common stock during the year.




Report of Independent Auditors

Stockholders and Board of Directors
Sunrise Assisted Living, Inc.

We have audited the accompanying consolidated balance sheets of
Sunrise Assisted Living, Inc. as of December 31, 2001 and 2000, and
the related consolidated statements of income, changes in stockholders’
equity, and cash flows for each of the three years in the period ended
December 31, 2001. These financial statements are the responsibility
of the Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards
generally accepted in the United States. Those standards require that
we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant esti-
mates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reason-
able basis for our opinion.

In our opinion, the financial statements referred to above present
fairly, in all material respects, the consolidated financial position of
Sunrise Assisted Living, Inc. as of December 31, 2001 and 2000, and
the consolidated results of its operations and its cash flows for each of
the three years in the period ended December 31, 2001, in conformity
with accounting principles generally accepted in the United States.

McLean, Virginia
February 26, 2002
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Executive Officers

Paul J. Klaassen

Founder, Chairman of the Board and Chief Executive Officer

Mr. Klaassen, 44, founded Sunrise Assisted Living with his wife, Teresa, in
1981. He has served as chairman and chief executive officer of Sunrise since
the company’s inception. He is the founding chairman and a director of the
Assisted Living Federation of America (ALFA). Mr. Klaassen serves as a director
of the U.S. Chamber of Commerce and The National Chamber Foundation.
He also serves on the Board of Trustees of Marymount University, The Ethics
and Public Policy Center, The Trinity Forum, The Hudson Institute and
on the Advisory Committee for the Department of Health Care Policy at
Harvard University Medical School. Mr. Klaassen is also on numerous editorial
advisory boards.

Teresa M. Klaassen

Founder, Chief Cultural Officer, Executive Vice President and Secretary

Ms. Klaassen, 47, founded Sunrise Assisted Living with her husband, Paul, in
1981. She has served as executive vice president and secretary of Sunrise and
its predecessor entities since 1981. As Sunrise’s chief cultural officer, she develops
ptograms that help the company remain focused on its commitment to core
values and principles of service. Ms. Klaassen is a founding member of the
Assisted Living Federation of America, the largest assisted living trade association,
and currently serves on the boards of directors of several long-term care orga-
nizations. She is a member of the Committee of 200, a leadership group of
select U.S. corporate women; the Board of Trustees of the Merritt Academy;
The Board of Trustees of George Mason University and the Women’s Forum
of Washington, D.C.

Thomas B. Newell

President, Sunrise Assisted Living

Mr. Newell, 44, has been president of Sunrise since April 2000. Previously, he
served as president of Sunrise Development, Inc., Sunrise’s development sub-
sidiary, and general counsel from January 1996 until April 1, 2000, and as an
executive vice president of Sunrise from May 1996 until April 1, 2000.

Christian B. A. Slavin

Executive Vice President and President, Sunrise Properties

Mr. Slavin, 44, has served as executive vice president of Sunrise since May 1999.
He served as chief financial officer from May 1999 until April 2000, at which
time he was named to head Sunrise Properties. From 1994 to May 1999,
M. Slavin was a director of Prudential Securities, Inc., working both in real
estate investment banking and mergers and acquisitions. Previously, he operated
a mid-size fully integrated industrial real estate concern and a third-party ware-
housing and logistics company.

Other Senior Management

Carl G. Adams
Senior Vice President and
Chief Accounting Officer

Harley D. Cook

Daniel B. Gorham
Sean Ambrose

Senior Vice President of Development
f Developme C. Mark Hannan

Jay A. Beckhorn

Senior Vice President of Properties
Timothy E. Hedges

Mark W. Beliczky

Senior Vice President of Operations
Jeffrey M. Jasnoff

Julian Myers Benton
Vice President, Assistant Secretary

and Corporate Counsel Stuart Jones

Executive Vice President of Development

Executive Vice President of Properties

Tiffany L. Tomasso

Executive Vice President and President, Sunrise Management Services

Ms. Tomasso, 39, has served as an executive vice president since March 1998
and began serving as president of Sunrise Management Services in April 2000.
She joined Sunrise in 1993 as a regional vice president in charge of developing
assisted living facilities in New Jersey, Pennsylvania and Delaware, and was
promoted in 1994 to senior vice president. Before 1993, Ms. Tomasso was vice
president of operations for assisted living and health care at Presbyterian Homes
of New Jersey. She previously served in a variety of long-term care administrator
positions in facilities owned by HBA Management, Inc.

Brian C. Swinton

Executive Vice President and President, Sunrise Ventures

Mr. Swinton, 57, has served as an executive vice president since May 1996
and, in addition, currently serves as president of Sunrise Ventures and president
of Sunrise “At Home" Senior Living, Inc. From January 1994 to April 1996,
Mr. Swinton was a senior vice president of Forum Group, Inc., a developer
and operator of retirement communities and assisted living facilities, where his
responsibilities included product development, construction, marketing and sales.
From 1986 to 1994, Mr. Swinton served as vice president of product develop-
ment, sales and marketing at Marriott International, where he was responsible
for designing, developing, marketing and the initial operations of the Brighton
Gardens assisted living product line.

Larry E. Hulse

Senior Vice President and Chief Financial Officer, Sunrise Assisted Living

Mr. Hulse, 46, joined Sunrise in 1995 as chief accounting officer, becoming chief
financial officer in March 2000. Previously, Mr. Hulse was with the international
accounting firm of Emst & Young LLP from 1980 until October 1995. As senior
manager at Ernst & Young LLP, Mr. Hulse provided accounting, audit, tax and
consulting services to various industries and clients including Sunrise.

Kenneth J. Abod

Senior Vice President and Treasurer, Sunrise Assisted Living

Mr. Abod, 37, joined Sunrise in 1996 as controller, becoming senior vice
president and chief financial officer of Management Services in March 2000
and assumed his current position in September 2001. He was an investment
advisor and manager of defined contribution services with Bolton Offutt
Donovan, Inc., a benefits consulting firm, from 1994 to 1996. Mr. Abod was
treasurer and vice president of accounting for Bankers Finance Investment
Management Corp., an investment company, from 1993 to 1994. He also
served as a staff accountant with the Division of Enforcement of the Securities
and Exchange Commission from 1992 to 1993 after being an auditor with
Emst & Young LLP from 1987 to 1992.

Douglas J. MacLatchy
Executive Vice President and
Chief Financial Officer of Properties

Joseph McElwee
Senior Vice President
of New Business Development

Senior Vice President of Sales

Cindy L. Musikantow
Senior Vice President of Operations

Senior Vice President of Development

Mark L. Owens
Senior Vice President of Construction

Senior Vice President of Human Resources

James S. Pope
Executive Vice President of Properties

Senior Vice President of Properties

Stephen L. Biggerstaff

Senior Vice President of Marketing Cornelia E. Kagan

Senior Vice President and
Chief Information Officer

Martha Child
President, Martha Child Interiors, Inc.
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Charles A. Post
Senior Vice President of Corporate Strategy
and Capital Markets

William Shields
Senior Vice President of Development




Board of Directors

Paul J. Klaassen
Mr. Klaassen, 44, is Founder, Chairman of the Board and Chief Executive Officer.

Teresa M. Klaassen
Ms. Klaassen, 47, is Founder, Chief Cultural Officer, Executive Vice President
and Secretary.

David W. Faeder
Vice Chairman and Director
Mt. Faeder, 45, served as executive vice president and chief financial officer of
Sunrise and its predecessor entities from 1993 to 1997. He was elected a director
in 1994. He was named president of Sunrise in July 1997, and served in that
position until April 2000. Mr. Faeder was elected vice chairman of the Sunrise
board, effective April 2000, and serves as the Chairman of the Investment
Committee. Prior to joining Sunrise, Mr. Faeder was an officer of Morgan
Stanley and Credit Suisse First Boston. Mr. Faeder received his MBA, with honors,
. from the Darden School at the University of Virginia and is a CPA. He currently
serves as the president of the Sunrise Foundation. He also serves on the Board
of Associates of the University of Richmond, and is a trustee of the Old
Dominion University Educational Foundation.

Thomas J. Donohue

Mr. Donochue, 63, is president and chief executive officer of the U.S. Chamber
of Commerce. From 1984 to September 1997, he was president and chief executive
officer of the American Trucking Associations, the national trade organization
of the trucking industry. Mr. Donohue is a director of Marymount University,
Union Pacific, Qwest Communications, XM Satellite Radio Corporation and
The Hudson Institute.

Ronald V. Aprahamian

Mr. Aprahamian, 55, is chairman of the board of Superior Consultant Holdings
Corporation and a director of Metrocall, Inc., a wireless technology company.
Mr. Aprahamian served as chairman of the board and chief executive officer
of The Compucare Company, a health care information technology company,
from 1988 to October 1996. From May 1997 to September 1998, he was a
consultant to Sunrise.

Corporate Information

Corporate Headquarters
Sunrise Assisted Living, Inc.
7902 Westpark Drive
McLean, Virginia 22102
703.273.7500

Transfer Agent and Registrar

First Union Bank of North Carolina
1525 West W.T. Harris Boulevard
Charlotte, North Carolina 28288

Annual Meeting Date
Sunrise will hold its annual meeting of stockholders on
Friday, May 17, 2002, at 9:00 a.m. at:

Ritz-Carlton Hotel, Tysons Corner

1700 Tysons Boulevard

McLean, Virginia 22102

703.506.4300

Form 10-K.and Annual Reports Available
Copies of the Annual Report on Form 10-K, as filed with the Securities
and Exchange Commission, are available at no charge by calling 703.273.7500
or writing:
Sunrise Assisted Living, Inc.
Investor Relations
7902 Westpark Drive
McLean, Virginia 22102

Stock Information

Sunrise’s common stock is listed and traded publicly on the New York Stock
Exchange under the symbol SRZ. Trading of the common stock commenced on
May 31, 1996. Sunrise’s common stock began trading on the New York Stock
Exchange on May 23, 2001, under the symbol SRZ. Prior to that date, Sunrise’s
common stock was traded on the Nasdaq National Market under the symbol
SNRZ. As of March 12, 2002, there were 258 stockholders of record. No
cash dividends have been paid in the past, and none are expected in the
foreseeable future.

Craig R. Callen

Mr. Callen, 46, is a managing director and head of US Health Care
Investment Banking at Credit Suisse First Boston, a subsidiary of Credit Suisse
Group, which acquired Donaldson, Lutkin & Jenrette, Inc. (DL]) in 2000.
Prior to the acquisition, he was managing director and co-head of Health Care
Investment Banking at DLJ. Mr. Callen began his career at DL] in 1984 and
has advised health care companies exclusively since 1989. He is a graduate

of Boston University and the Harvard University Graduate School of
Business Administration.

David G. Bradley

Mr. Bradley, 49, is chairman and owner of Atlantic Media Company, which
encompasses the Atlantic Monthly, National Jowrnal, The Hotline, Government
Executive and several online daily briefings. He is also the founder and former
chairman of two, now public, research centers and think tanks—the Advisory
Board and the Corporate Executive Board. In addition to Sunrise Assisted
Living, Mr. Bradley serves on the board of directors of Georgetown University.

Pete A. Klisares

Mr. Klisares, 66, is a principal owner of MIGG Capital Investment Company
and a business consultant. He was previously president and chief operating
officer of Karrington Health, Inc., which was acquired by Sunrise in May 1999.
Prior to his employment with Karrington Health, Inc., Mr. Klisares was employed
with Worthington Industries for seven years and AT&T (Lucent) for 30 years.
Currently, he serves on the boards of Vistacare, Huntington National Bank,
Dominion Homes and MPW Industrial Services.

J. Douglas Holladay

Mr. Holladay, 55, is a general partner in two private equity firms with offices
in New York and Washington, D.C.: Park Avenue Equity Partners, LP and the
Thornton Group, LLC. Mr. Holladay has held senior positions with the inter-
national investment banking firm, Goldman, Sachs and Company; the State
Department; and the White House. While a diplomat, he was accorded the
personal rank of ambassador. Mr. Holladay has served as an advisor and board
member to numerous organizations, both private and public, including
Morehouse College, Harvard University, Heidrick & Struggles and United
Way International. Mr. Holladay holds degrees from the University of North
Carolina, Princeton and Oxford University.

Quarterly Market Price Range of Common Stock

2001

Quarter Ended High Low
March 31, 2001 25.625 18.125
June 30, 2001 27.50 18.375
September 30, 2001 32.00 22.50
December 31, 2001 31.81 23.65
2000

Quarter Ended High Low
March 31, 2000 15.75 12.00
June 30, 2000 20.00 12.375
September 30, 2000 24.13 15.00
December 31, 2000 31.00 18.69

Web Site
To learn more about Sunrise Assisted Living, Inc, visic our web site:
www.sunriseassistedliving.com

Forward-Looking Statements

Certain matters discussed within this annual report are forward-looking state-
ments within the meaning of the Private Securities Litigation Reform Act of
1995. Although we believe the expectations reflected in such forward-looking
statements are based on reasonable assumptions, there can be no assurance that
our expectations will be realized. Qur actual results could differ materially from
those anticipated in these forward-looking statements as a result of various
factors, including, but not limited to, development and construction risks,
acquisition risks, licensing risks, business conditions, competition, changes in
interest rates, our ability to execute on our sale/manage back program, market
factors that could affect the value of our properties, the risks of downturns in
ecenomic conditions generally, satisfaction of closing conditions and availability
of financing for development and acquisitions. Some of these factors are dis-
cussed elsewhere herein. We assume no obligation to update or supplement
forward-looking statements that become untrue because of subsequent events.
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